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CHAPTER I 


INTRQDUCTIQM 

Intsrnational trad® has come a long way since the days 
of Mam ;^ith and E^wid Ricardo* The communication resolution 
wfiieh has swept across this planet has turned the world into 
a *‘gloMl tillage’’ and brought the countries much closer. 

TMay no country can meaningfully live in a state of “auturky* 
In the international scenario » one does not fail to notice 
th® unadstaicable trend towards an increased international 
economic integration, the symptoms of which are there all 
MTOuad# The share of export* in dP for the world as a whole 
has almost doubled from 10.6^ to 19.6% over three decades 
(1930-1960). This enhanced economic integration has also 
made the iMlvidual countries more vulnerable to the events 
taking place around them. In today's world there is definitely 
an easier transmission of impulses across the border. 

However the debate on the role of trade in the 

developmental process is still on. Export-led growth or 

growth-led export, whichever might be the correct strategy 

for a particular country in a given situation, no one would 

possibly question that "participation in the world economy 

enables the domestic economy to augment its production 
2 

possibility." Foreign trade has a special significance for 
the developing ca>untrles which are striving for rapid 
industrialisation and a higher share in the world's resources 


Finally I «ist extend mf heart f®lt thanks t® 
staff of the I,I*P.A, Library and of the APPPA Office for 
all their help, Wy ttianks are al» d«® in m sinall iseasure t® 
Stiri ViSay K, Sharfaa for patiently typing oyt the Chapters 
and potting in very hard work to ®afe® the work ready on 
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1.1 The Indian Scene 

Availability ©f foreign-^exchange has been a major 
eonstraint facing Indian planners since independence* 
F®r®ign“-exd:iang® was needed to support the imports required 
for development of core sector industries. Import of technology 
required for import substitution, import of foodgraias 
necessary to meet the short-fall between the supply and 
demand as well as for purchase of sophisticated arms to 
retain the balance with the political adversaries* In the 
initial stages of planning the forelgnrexchange reqiiired for 
financing developmental and other needs came mainly from 
foreign aid, loans and private investment* The availability 
of foreign~exohange from these sources however rmaained Inr* 
adequate and uncertain. Of late, prospects of further aid 


Jiaft b«co2st considerably reduced. There has been a tendency 
en the part of aid~glving countries to reduce the quantum of 
eld or in any event not to commit aid on a long term basis, 
idiioh makes perspective planning difficult. In recent years 
the international flow of private capital also does not show 
promising prospects. Moreover, the experience of the heavily 
Indebted countries such as Mexico and Brazil has amply shown 
that borrowing from the private capital market has its own 
ia-lmilt adverse effects on the economic conditions of a 
country. Again, the present policy of upgradation of tech- 
nology adopted since the early eighties has necessitated 
large-scale import of foreign technology which steeply pushed 
up the foreign exchange requirements over the past few years. 
In view of the decline in foreign aid India had to go in 
for foreign borrowings in a big way. It adopted a tactical 
strategy of financing (i) debt-servicing and amortization 
and (ii) large-scale technology imports for making the export 
ftotor more competitive by resorting to external borrowings, 
fhday the total external debt of the country stands at a 
itsggering U.S. $ 60 billion. Debt-servicing as a proportion 
of export earnings is likely to go up to 8095 within a few 
yttrs* An analysis of the recent trends of the exports and 
loports of the country suggests that India may very well got 
into a serious balance of payments probleia|r in the oomlng 


▼«aypi* Th® « 3 Ep 0 rt s®ctor can play a v«ry crucial rol« in 
iinrtifif fiuoh a disaater l>y striking a balanc® b«twe®n th® 
imtilow and inflow ©f foraign-axctiang®. In wi»w of th® d«bt- 
crisis looiaing larg®, the country today does not haw® any 
other option but to intensify all efforts at ttxport*-proBOtion. 
ft® question today is no longer wh®ther to do it but how to 
d® it. 

India adopted a planning model which focussed on 
the capital goods sector ar»<? chose import-substituting in- 
dustrialization as the means to achieve the professed goal 
of self-reliance. The Indian planners did not therefore 
initially envisage a major role for the export sector. The 
Itug® requirements of foreign-exchange during the Second Plan 
fsr setting up the cor® industries led to the severe foreign- 
exchange crisis of 1956-57. The country responded to this 
Shillenge by initiating physical interventionist policies 

<M . 

(suehj^^iBport licensing » quotas » bans etc.) as well as 
•sttiiig up high tariff barriers to ensure strict import 
eestrol. This approach intensified during the late fifties 
early sixties and has dominated our policies for long. 

It was at the beginning of the Third Five Year Plan 
that t&tre was a recognition for the first time of the role 


of th« txport soctor. planners r@alis«d that a pro-- 

graaaiw incraase in tha eoimtrj*® foreignraxchajig® 
i^uld raquirs a ra^riantation of th® poll ei os for sttBU- 
lating ttjqports and certain broad measures war® suggested 
ia the Third Plan document to achieve this objective. 'Hiese 
included holding dovm domestic consumption for generation 
of export surpluses, enhancing the competitiveness of export 
industries and increasing their profitability^ oai promotional 
measures to cultivate foreignr-markets etc. This growing 
awerensss of the true potential of the export sector was 
responsible for introduction of a number of promotional 
aessuras, on a very moderate scala to begin with, ’idiich 
were in the nature of relief from various taxes, certain 
direct fiscal and non-fiscal incentives as also a strengthen- 
ing of the institutional framework to inculcate quality 
consciousness, facllttat© penetration of overseas markets, 
provide insurance coverage and improve export credit facili- 
ties and on the whole extending full assistance to the 
individual exporters. Creation of Export Promotion Councils, 
Commodity Boards, Export Credit Guarantee Corporation, the 
Trade Development Authority and a number of other institutioui 
were ill steps in this direction. 

The devaluation of the rupee in I966 was expected to 
give a boost to the country’s exports but it did not greatly 
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succeed In achieving this objectiv®. Devaluation was 
aeeospanied by a drastic reduction of sosie ©f the escpurt 
incentives f which were, however, soon restored. 

The post devaluation years were characterized hy the 
continuation of the dual policies of iiiport-substitutlon 
aM eisport promotion with a heavy tilt forward proteotionlSB 
control and restrictions, which reigned till the aid- 
seventies . 

A liberalisation of the import policy came in the 
1975-76 period with the introduction of the schejae of Open 
Oeneral Licence and was carried further in the years to 
come. The seventies also saw Introduction of certain 
further promotional measures for the export sector, a 
simplification of the export procedure as also a further 
strengthening of the institutional support. The period 
between 1975 and 1985 has been marked by the setting ol 
a lasBber of committees and task forces to review the trad* 
policy of the country. A number of these committees made 
certain far-reaching suggestions for policy changes idilch 
were subsequently accepted by the government while for- 
mulating the policies. Import licensing system is now 
considerably streamlined by removal of unwarranted con- 
straints on the trade activity. A large number of expor 
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prosotion ich«Es»s have been Introduced some of «M.oh of 
l&te have been considerably liberaliaed. These scimes 
along vlth the provision of export serYlces through export 
service organizations have considerably improved the export 
orientation in the economy* In quantitative terms there 
has no doubt been a phenomenal growth of the export sector 
over the past two decades. The value of exports went up 
frffli Rs *11 98- 70 crores in 1967-68 to Rs. 11 743* 68 in 
1984-85* But during this period India *s share in the world 
exports showed a steady decline from 0.896 in 1967'~68 to 
0*596 in 1983-84. This suggests that in a fiercely com- 
petitive world market, while other countries are forging 
ahead, India is lagging behind. One has also to consider 
the high price the nation is paying for subsidising its 
eaqjorts and the social costs involved. Despite large— scale 
concessions to the export sector, both in terms of incen- 
tives and policy liberalisation, quantitative growth in 
♦iqpcrts in real terms has been much below expectations. 
%ain one may Justifiably ask vdiether the desired quali- 
tative changes in the basket of export products from 
primary and sesii-pro cessed to manufactured and even high- 
tfcdi items as envisaged by the policy framers has come 
about or not. The authorities as well as the trade had 
great expectations from the Export Processing Zones set \xp 


1.1! ¥arlouB parts of th@ eoitutr^* Sucih Zones in siaii]f otlior 
parts of the world hav® bean ¥#ry successful in boosting 
the exports of those countries. To what extent these 
tones have contributed to export promotion in India is 
another point that needs consideration. Very limited 
studies have been done so far on these aspects and these 
too were carried out in a piecemeal fashion. An attempt 
will be made in the present study to assess in quantitatiwe 
tens the extent of the various concessions given (on the 
basis of data available) under some of the current export 
prwotion schemes and the policy liberalisations mad® for 
the export sector and then evaluate their impact. 

1.2 Overview of Literature 

In view of the growing consciousness of the 
importance of the export sector some work has already been 
done in this field. Dr. Manmohan Singh the author of 
*India*8 Export Trends’^ has made a comprehensive study of 
the causal factors at work for the sluggishness of India's 
export earnings in the fifties and an analysis of India's 
export prospects in 19T>*71. The other remarkable study In 
this field is entitled "Trade Policies of India" hy 
Dr. V R Panchamukhi. It is one of the very few quantitative 


providing a conprehaiMiv® approach to trad® policy. 
In "Foreign Trad® Regimes & Economic Development s India®, 
the authors Jagdish M. lhagwati and T.N« Srinivasan have 
analysed the impact of India®* foralgii"trade regime# aince 
tlMi post war period on her economic performance and have 
studied in depth the devaluation of 1966. Qiapter Til 
of the vork done by Jagdlsh M. Bhagwati and Padma Desai 
entitled "India; Planning for Industrialization® also 
brilliantly analyses trade policies of the country and, 
amongst other things, evaluates the export performance of 
iMuntry aince 1 951 , pointing out the inadequacies and 
deficiencies. %e other outstanding work has been by 
Shri Deepak Nayyar in his book entitled "India *s Export 
luad Export Policies" and an article on "India’s E>q»ort Per- 
formance 1970-85 Underlying Factors and Constraints" 
published in the Economic and Political Weekly Annual Issue 
19@7. While assessing India®* export performance in the 
recent past, Shri Nayyar outlines the trends in exports a^ 
explores the factors underlying the expert performance. 

the Corporate Studies groixp of the I.I.P.A. prepared 
• working paper on India’s Export Policies and Performano®. 
^rt I of the Paper traces the evolution of the export 
policies and important measures adopted for export promotion 
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In l!%ila while in Part II an asseasoent of the ®3Ep®rt 
pa*f®ini»iice of the top 405 public limited companies in the 
primate sector during the period 1975-76 to 1983-84 have 
iNHHh made, ^e findings and conclusions of the study team 
iwrltes our attention to the structural weaknesses and 
loop-holes in our export promotion policies and how these 
ore being utilized by the Corporate sector to their 
iifmtage. None of the works as mentioned above however 
ifaiuates the various export promotion measures to ascertain 
the Werall benefits in the form of net exports vis-a-vis 
th* cost* 

1*5 Oanceptual Framework 

As already pointed out the Central Government 
iiClrr f 'iced L large number of concessions both in terms of 

jhMmtives and policy liberalizations over the past few 

■ * 

ditades to improve the export orientation of the economy. 
eKi:i8c*‘*?tioii of the policy framers was that these 
- ii''<iifitrts would lead to a r^arkable growth of the export 

and also bring about qualitative changes in the 

j 

1 a of the exports. These include setting up of 
ifepoft Promotion Zones, introducing the Scheme of 1009t 
imort Oriented Units, i|]cpltnding the hatj Drawback /Schc|e, 


•amiption froo Income-Tax/ Customs and Central Excise 
QaHiMl on export earninga/inputs going into the manmTaetMre 
if export items, subsidies in the form of Cash Compensatory 
iiippert, the Advance Licensing Scheme, grant of Ii^ort 
lli|i.Oilisiwent Licences to the exporters on the basis of 
tlMdr actual exports, exemption from various regulatory 
iiiilsioiis like Import licensing. Foreign Exchange 
rofttletion, M.R.T.P. Act etc., setting up of financial 
imtitutions to i^nsure easier credit for the export sector, 

• SUdteme of Export and Trading Houses nrhich are eligible 
fif IHtrt&ia concessions , the Export Credit and ^arantee 
Cbrporation to provide insurance coverage against risk of 
iMm-receipt of payment due to commercial and political risks, 
wqpaiwling the institutional framework by establishing certain 
aganeies like Export Promotion Councils, Trade Development 
Authority, Trad# Fair Authority of India, Indian Institute 
Of foreign Trade, Export Inspection Council, Indian Insti- 
tuto of Padcaglng, Commodity Boards for certain items, to 
directly or indirectly promote the cause of exports* Seme 
Of ttie above schemes form the background of the present study 

1.4 Obiectivea/Research Questions 

A Wnbexf of incentivea-fiscal as well as non-fiscal 
moro first introduced ^two to three^ df cades backnrt^ ^e 


obj«etiv« of oxport promotion# Tlioso havo sinoo 
%««n oensidorably liboralizod and dinars if led and toda^^ 

II id&« rang# of ooncassions (aa alroadj polntad out) exist 
and are being wideli^ availed of bj the exporters* These 
inoentives have no doubt played a very crucial role in 
giving a boost to the country *s exports, but few compre- 
liiMive studies have so far been made to assess the overall 
frtent of these concessions and evaluate then. Since the 
country is required to pay a heavy price to sustain suc^ 
COnaissions and facilities for the export sector, a eoi^re-- 
heWBivt study is very essential to give us at least an 
appmxljiate idea of th® benefits derived from the® vis->a-vis 
their cost* Some of the research questions that eaerge 
in this context are 

(a) Wiat is the total quantuis of C. CoS. /Duty Ih'awback 
actually paid to the exporters? 

(b) Vhat are the industries deriving the maxirntm bene- 
fit from these Sch^es and what is their export 
performance? 

(«) Ifhat is the value of exports fros^ t!» EPZ vis-a- 
vis the value of imports into these zones? 

fd) Vhat is the contribution of the 1009^ E.O.Ds* to 
the country's export promotion? 

(e) What is the impact of the Advance Licensing SohMie 
on Indie's foreign trade? 
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related not to profits but directly to the f.o.b. value of 
exports in 1963 and finally took the shape of tax credits at 
different rates to different industries (the maximua being 
i in 1965 . 13ie scheme was however withdrawn subsequently- 
in 1966 in the t^ake of devaluation. 

T'r'S outright export subsidy warn initially in the form of 
a cash subsidy on sugar. This subsidy cost the exchequer 
Rs.142 million in 1962-63 and Rs.35 million in 1963-64 (against 
an export of Rs.l69.2 million and Rs.260.3 million respectively) 
In 1966 , there was a large-scale introduction of cash sub- 
sidies covering a wide range of items - engineering goods, 
Ciismicals, processed foods, paper products, sports goods, 
woollen carpets, steel scrap, prime iron and steel, cotton— 
te3;tiles etc. The cash subsidies ranged from 10% lo 25% 
valorem and were selective. 

There also existed a disguised cash subsidy in the 

lape of losses incurred by the S.T.C. on exports of certain 

commodities which were "financed** by profits on other 

‘essentially import) trade. During the post devaluation 

period, S.T.C. absorbed losses on exports of rice, sugar, 

copra extractions, Jute goods, art silk fabrics, coffee, fruits 

q 

and vegetables, cement and certain other commodities.^ 

The rail-freight concessions introduced during this 
decade wera intended to offset the transport cost ’•disadvantage’* 
to the exporter and were largely applicable to the manufactured 
items. It has been rightly pointed out by Bhagwati and Desai,^ ® 
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that *th« notion that transport costs may reflect real costs 
to the econ<Miy and the fact that, if anything, the shadow 
freight rates were almost certainly higher than those charged 
on a non-concessional basis seem to have concerned none of 
the authorities in charge of the export drive. " 

Ihe Import Entitlement Scheme which remained in force 
upto June 1966 and the Import Replenishment Scheme which re- 
placed th« former in August I966 however emerged as ma^Jor 
instruments of export promotion in the sixties. ^ Under the 
Entitlement Schooe, eligible .exporters received import 
licences - which were generally transferable and yielded high 
premia (though the level of premium varied from commodity to 
coamoftity) - in proportion to the f.o.b. value of actual 
exports made by them. The guiding principle for iseue of sudi 
licences was that the import entitlement would equal twice the 
value of import content, subject to a maximum limit of 73 % 
of the f.o.b. value of export. However, the above principles 
were not strictly adhered to in all cases. The scheme did not 
envisage free imports but restricted the Imports to those items 
only which were to be directly used in the manufacture of the 
export items. By early I965, the import entitlement scheme 
already had a very conaiderabio coverage. But in June 1966 it 
was abolished with devaluation of the Rupee and was replaced 
by the Import Replenishment Scheme. Under the Replenishment 
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Scheme, exporters were granted import licences of a value in 
proportion to the f.o.b. value of their exports. The two 
schemes were essentially identical except for a few differences. 
The primary difference was that replenishment licences merely 
replaced the import content of the export whereas the entitle- 
ment licences had equalled twice such import content value. 

The Replenishment Scheme thus sought to remove the element 
of "open** subsidy associated with the Entitlement Scheme. 

The other aspect of the export strategies for the sixties 

was a strengthening of the institutional framework for export 
1 2 

promotion. Fii stly, a number of Export Promotion Councils 
assigned with the task of promoting the exports of specific 
commodities were established in addition to those which were 
already in existence. The main functions of the Export Pro- 
motion Councils include market surveys, offering technical 
advice and rendering all possible assistance to its members, 
promoting participation in overseas trade fairs and exhibitions 
and launching of Joint foreign publicity schemes, apprising the 
goverment of the Exporters * problems , supply of indigenous atxd 
imported raw<-imaterials, securing assistance from the Market 
Development Fund and shipping freight concessions to the 
exporters, collection and dissemination of market intelligence, 
sending of trade delegations abroad etc. 
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Setting up of Commodity Boards which had started in the 
fifties was yet another effort at infrastructural development 
for assisting exports. The Tea Board and the Rubber Board had 
been set up in 1954. Tea Board undertakes various programmes 
aimed at promoting export of Indian tea and in particular 
assisting in the marketing of its various brands. The Rubber 
Board promotes the development of the rubber industry in 
India, especially the production of natural rubber. To 
these were added the Cardamom Board in 1965* The Coffea Board 
had already been existing since 1948 (when it replace an 
earlier Board). The Commodity Boards have oeen entrusted 
with the task of dealing with the problems cf production, export 
promotion, marketing, research and development of the respective 
commodity. Some of these Boards have got oversees offices to 
actively promote/popularise the consumption of the particular 
commodity in the region. During the seventies, the Tobacco 
Board (1976) and the Marine Products Export Development 
Authority (1972) were set up, while the Spices Board was fonaed 
in 1986 by merging the Cardamom Board and the Spices Export 
Promotion Council. 

Three other institutiorzs set up during the sixties have 
played crucial roles though indirectly in India’s export 
promotion drive. These are the Export Inspection fifouncil, 
the Indian Institute of Packaging and the Export Credit and 
(kiarantee Corporation. The Export Inspection Council is an 
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ap®x body for exercising direct superv.1 -n and ov&r 

the activities of the quality control and pr ©““shipment 
Inspection. It has a number of fiixpoi’t Inspection Agencies 
Unuer its techiiical administrative control, and it is 
these agencies which assure the quality of the products 
intended for export (under the compulsory quality control and 
preshipment Inspection scheme) by carrying out inspection and 
testing wherever necessary, Council also advises the 

Central Govsrnirient oi. measures for enforcement of quality 
control and inspection with reg..^ J to export commodities and 
draws up i^rogrrimes for the purpose. 

The Indian ^uatitute of Packaging, established in 1 ; £6 

has the objective of improving the acandards of packaging 

to facilitate exports. The Institute has undertaken various 

projects for research ana development, technical consultancy, 

education, training and testing facilities to be developed in 

the country. Its activities are designed to assist various 

interests including the p;r icers of basic packaging materials, 

the manufacturers of ancillaries, the converters of packaging 

materials into packages and more particularly the users of 

packaging for a very large number of goods, Membarship of 

1 1 

the Institute therefore comprises all these interests. 

The Export Credit and Guarants . Corporation was sat up 
to provlae insurance coverage to exporters against risk of 
non-receipt of payments due to coiEmsrclai and political risks. 


ECGC has also evolved financial guarantees which give 
protection to the banks against the risks involved in giving 
advances to the exporters. Ih® E, C.G.C. therefore fulfilled 
the long-standiiig need of protecting the Indian exporters fro® 
the various risks associated with inter— national transactions, 
as well as promoting greater flow of finance from banks to the 
export sector. 

To meet the growing needs of the trade and industry for 
trained export- ‘laanageaent persormel tUiCi to provide market 
information in relation to products as v-’ell as countries of 
export-interest to India, the Indian Institute of Foreign 
Trade was established in 1963. Tlie Institute has contributed 
to the development of trained ffianpower for the export sector 
ana undertaken mai'ket -surveys and research in the area of 
foreign-trad®. 

Another export promotion measure that was adoptsd for 
the first time in the country was the setting up of a Free 
Trade Zone at Kandla. Such Zones in many other parts of the 
world had been very successful in boosting the exports of 
the countries in which they were located. Realising the 
strong domestic pull for iiiany of the goods v.'hich are in d^and 
in foreign-markets, the govertunent decided in the sixties to 
use this medium of export promotion by Insulating the 
specified products or areas from the cuck-in-effect of the 



vast doasstic iaarket. Duty fre« import of machinery and 
equipment and raw-materials, income“tax holiday in the 
initial yeau's of production, waiver of licensing for import 
of inputs, exemption from Customs and Central EKcise duties, 
complete reinbursement of Central Sales Tax, permission to 
sell certain percentage of production and of rejects in the 
domestic market and liberalized availability of foreign— ex- 
change for export promotion activities are some of the in- 
centives presently available to manufacturing and exporting 

in Free Trade Zones from the Central Government. Besides, 
the respective State Governments also extend certain 
facilities to the units located in these processing zones. 

These include single point disposal for all State Government 
clearances, subsidy on feasibility studies, 13^ capital 

subsidy. Public Utility Service Status under the Industrial. 
Disputes Act and exemption from local Purchase Tax levied on 
purchase of iz^uts from within the State. 

A very important economic event of the sixties which had 
a considerable impact on the foreign trade of the country was 
thm d^valuatioia of the rupee In June 1966* The rupee had 

in fact been over valued for quite some time and one of the 
factors that led to the devaluation was an adjustment of the 
parity in a situation of over-valuation. But the more 
important reason was that the Aid-India Consortium had virtually 
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made a major as valuation a precondition for the rasuaption of 
aidy laavinj^ the governaient with very little choice because 
of the acute shortage of foreign^exchange. Ihe devaluation 
was expected to give a boost t© the countz^r*® exports as 
Indian goods were going to be cheaper to f oreign^buyers ® The 
devaluation was however accompanied by a draeuiC reduction 
of the export incentives by 

(1) elimination of tne import entitlement schemes, the 
tax-credits and a cash subsidies Introduced on 
selected eiigx®*tferxtig goods shortly before. 

imposition of a number of export duties on 
traditional exports mostly agricultural commodities 
and agro-based manufactures aimed at partially or 
wholly neutralizing the effect of devaluation 
thereon on the assumption that India had i&onop‘*:ly 
power in trade in these items.'* 6 

Cash subsidies on a selective basis were however soon 
restored and a sdieme of import replenishment; in place of 
Import entitlement existing befor«s the devaluation introduced. 
These schemes have already been discussed earlier in this 
chapter. The devaluation was also accompanied by announce- 
ment of a liberal import policy fov 9 priority industries, 
including a number of export-oriented industries. A scheme 
fw>r the supply of steel at international prices to exporters 
of engineering goods was also announced, while import of 
certain raw-materials was placed under the O.G.l.^^, All 
these steps sought to utilize the fiscal measures to achieve 
the desired result of export promotion but did not greatly 
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sucC''’-'’'d on account of various factors. Firc.‘*"'y tha intended 
effect of devaluation was largely offset by introduction 
of export duties on certain traditional comiaodities. In 
ease of *new* exports where the export subsidtas were 
removed, the f ffects of devaluation was also largely neutra- 
lized. These along with a number of other factors were 
responsible for the negligible impact of devaluation on the 

p Y O c l C I s 

export of traditional primary pro^eets-4and only a marginal 
improvement in the non-primary new exports. 

Subsequent to the devaluation of the rupee, fourther 
modifications, adjustments and extensions in export promotion 
policies were made. These took the form mainly of adjustments 
in export duties and in cash assistance, modifications of 
import facilities for exporting units and industries and 
strengthening of credit arrangements for exports. Reductions 
rationalisations or abolition of export duties were made from 
time to time in the light of international demand conditions 
and the competitive position of Indian export products in 
world marke’CB, The rates of cash assistance were increased 

for a number of products and .^^veral new products were brought 

1 8 

within the scope of the cash assistance r heme. 

■ XX. 3, Bxpoytf Pi^tvcy 't^-e 

The begi*4i».jLng of the seventies was marked by the adoption 
of an Export Policy Resolution - a comprehensive policy state- 
ment on export - by the Indian Parliament in 1970. Many of 
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th« ftxpoTi: poljLcies pursued durixig the seventies and eighties 
had their roots in this policy statement. I.B.R.D. described 
the Resolution as "an admirable document" as it stated "in 
no uncertain terms the resolve of the Authorities to promote 
exports and to amend if necessary* some rules of the existing 
easncanic poli<^ in order to achieve that goal." ^ The Policy 
provided the framework within which the export policies and 
programmes were to be formulated for the realisation of 
national ob^Jectiv as and, for facilitating rapid growth of 
exports. It stated that "in pursuing the aim of creation 
of new export capacities every effort will be made to assist 
export oriented units in the private and public sectors to 
achieve economies of scale, improve efficiency of production, 
reduce costs and adopt production to meet the requirements 
of their customers abroad. To this end, the procedures 
relating to foreign investment, licenring of creation or 
expansion of industrial capacity, licensing of import of 
capital goods and raw-materials or other inputs, will be 
suitably adapted. Every effort will also be made to secure 
that Indigenous industrial raw-materials required for export 
production are made available in right quality and quantity, 
and at fair prices." 

The Resolution examined the export potential of different 
sectors of the economy including the scope for export of 
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turn-key projects* emphasized the need for quality control, 
Market research, development of trained export personael, 
for provtaion of better services toy the export service 
agencies, strengthening of the export credit institutions, 
expansion and development of the shipplriL .cilities, a 
greater degree of stability in export policies and visualized 
a more iiaportant role for the small and medium scale sectors 
and the public sector undertakings. It also reiterated the 
need for import substitution aa also the iiaposition of 
temporary restrictions on domestic consumption in order to 

-Iq O-f 

generatjy/ export surpluses for retention of export markets. 

Sevto^gti^ 

The seventies saw a further streiigthening of the 
institutional support for exports, liberalisation of imports, 
simplification of export procedures and documents and in- 
troduction of a scheme of recognized Export Houses eligible 

-ed 

for certain facilities aimia^^at improving their perfonnance. 

Steps were also iiiitiated by the government to seek better 

terms of trade in the industrialized, markets. India actively 

participated in international forums like the UNCTAB, GATT, 

Commonwealth and Group of 77. Bilateral Agreements with the 

countries constituting major markets for Indian products 

and Commodity Agreements were used as important instruments of 

21 

trade pr£.*^,/tlon during the Fourth Plan. 


The Generalised 
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System of Preferences (GSP) introduced in the early seventies 
at the instance of UNCTAD with the avowed ob^jactive of pro- 
moting industrialization and export earnings of developing 
countries and accelerating their rates of economic growth 
largely through a process of tariff concessions by the developed 
countries also brought within its fold a large number of 
developing countries, including India, although it has been 

a 

shown by Dr. V.R. Panci|oukhi that the G.S.P. had very little 

22 

impact on India’s export promotion. 

The Fifth Five-Year Plan (1974-79) formulated in the 
early seventies stated that the “ob^Jective of export pro- 
motion should be to further strengthen the leading sectors 
of growth. Exports which are capable of competing without 
subsidy will have to be given preference and capacity for 
their production increase.” 'Bie plan envisaged an important 
role for the manufacturing sector such as steel, industrial 
machinery, metal based products, readymade garments, leather 
manufactures, marine products, electronics and transport 
equipment in the country’s exports. It further stated that 
in exports of natural resources such as iron— one, mica and 
bauxite, the aaphasls would have to be on product mix with 
higher value added component, implying expansion of capacity. 

In 1974, a committae on Engineering Exports was* set up 
under the Qiairmanship of M. Sonunl. It recommended the 
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relaxation in case of exporting companies, of c, -ain 
regulatory provisions applicable to Indian industries in 
general. The Committee suggested an automatic growth of 
licenced capacity by 5 per cent per annua or upto 259^ in a 
plan period in sixteen specified indas tries, exclusion of 
exports from the companies ’ production for ascertaining 
market dominance for the purpose of operation of the M.R.T.P, , 
removal of restrictions on foreign shares tn case of 10096 
Export-Oriented. Units as also exploring the propaects for 
technology and machinery exports to some of the developing 
countries. 

Amongst the recommendations of the various committees 
formed during the seven ias for review of India -a trade 
policies, moat significant were those of the P.C. Alexander 
Committee on Import-Export Policies and Procedures. The 
Committee was appointed In November 1977 to review the exlstiiqg 
import and export policies of the country, suggest improve- 
ments therein and to reconamend. appropriat aeasures for 
■= rationalization and. simplification of procedures* The 
Coaimittee recommendeci a wide range of Innovative measures 
to rationalise the trade policy regime and a ma;jcrity of these 
were subsequently implemented by the government. The Committee 
suggested a simplification of the import policy through a 
dasslfi cation of imported goods into three categories viz. 
banned, restricted and O.G.L. ard it was suggested that the 
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first two categories could be listed in the Policy book and 
the last one could be left as an open ended list without 
being fully aentioned in the Policy books. It further 
suggested that in course of tiaa® the licensing system could 
be replaced by a tariff structure which is considered desir- 
able for the economy. The Committee also made a number of 
important recommendations on export policy as stated below* 

(i) the export strategy should be integrated with deve- 
lopment strategy and policies relating to invest- 
ment, taxation, transport, communications etc. 

(11) replenishment licences (HEP licences) should be 
issued only for import of banned and canalised 
items and packing materials, which are linked to 
the export products and the value of such licences 
should be in proportion to the quantity of materials 
used in products actually exported. 

(iii) the REP licences should be transferable with the 
transferee being eligible for import of the same 
items. 

(iv) a list of items subject to export control should be 
identified on the basis of long term export plan 
and should be made known well in advance along with 
the period of such export restrictions. 

(v) The Committee also recognized the promotional role 
of cash assistance in the country’s export efforts 
on the basis of the finding that the exports subject 
to cash assistance tended to grow faster than other 
exports, and recommended that cash assistance 
should be based on three principles t 

(a) compensation for those indirect taxes in the 
production cost which are not refunded through the 
duty drawback system (b) compensation for freight 
and other cost differentials and (c) for providing 
initial promotional expenditure for new products 
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and in developing new maikLutac The Cozaaiittee wa& 
of the that cash assistance should be made 

available only for a limited period during which 
the relevant disadvantages could be eliminated by 
conscious efforts. It also suggested that all 
products for which the aggregate of duty drawback 
rate and cash assistance is currently 25 per cent 
or less should carry a combined rate. 

(vi) The Committee, keeping in view the importance of the 
role of the Export Houses in providing a wide range 
of export services to the exporting community, 
suggested tnat (a) the Exporx Houses should be given 
additional import licences of the value of 1/3 of 
the f.o.b. value of exports of the select products 
manufactured by small-scale and cottage industries 
aM ® ar cent of the f.o.b. value of exports of 
select products manufactured by other units, subject 
to a ceiling of Rs.2 lakh for import of a single 
it^{ (b) R.E.P. entitlement of Export Houses should 
be able to deal with all types of machinery and 
equipment permissible for import under O.G.L. for 
stock and sale as also those items which are allowed 
under general policy for stock and sale; (d) the 
maximum limit for release of foreign exchange to 
export houses for export promotional purposes should 
be raised from Hs.1 lakh to Hs.5 lakh. 

(vii) The Committee also reviewed the role of the Export 
Promotion Councils and suggested that they should 
become more effective in providing ti.a required 
services. 

(vlii) The Committee, keeping in view the need for an 

effective inf oriiation system for import and export 
activities recommended that a computerised National 


- 38 “ 


Trad« Inforiaation Centre should be established 
early* 

(ix) Finally, on a review of the role of India’s Cojaiaer- 
cial Representatives abroad, the Committee expressed 
dissatisfaction and suggested that a separate 
cadre of Commercial Representatives should be 
established, and its members should undergo thorough 
training on marketing procedures, techniques of con- 
ducting market surveys etc* It also recommended 
that the Commercial Representatives should be 
granted greater autonomy and more efficient 

facilities and manpower for their more effective 
2k 

functioning* 

Apart from making such specific recommendations the 
Committee also noted that "excessive protectionism without 
any scope for a competitive er^ironment either in regard to 
domestic production or trade could be self defeating and 
could lead to inefficient use of national resources. Having 
recognized thafthe Indian Industry has reached the stage 
)diere it could withstand competition from other countries 
and also recognizing that efficiency should be given greater 
weightage in the decision-making process both in the government 
and in the private sector, the committee recommended that 
the competitive environment should be increased and the list 
of items to be put on O.G.L. should be expanded* 
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During the seventies, the infra-structural frameMork 
for earposrt* was further strengthened. In 1970, the Trade 
Development Authority of India was set up with four— fold 
objectives 

"(e) to identify and nurture specific export products 
with long range growth prosrsctss^ 

(b) to identify and cultivate specific buyers in 
selected overseas markets which hsve increasing 
trade potential; 

(c) to bring about durable merchandising contracts 
between the selected Indian suppliers and the 
overseas buyers; 

(d) to provide package of service to execute such 

ps 

contracts etc. " 

The organization has a micro-level approach, and 
directs its activities to specific exporters, specific 
products and specific markets. The approach evclved by 
T.D.A. has three basic components viz. merchandising, re- 
search and analysis and Information, each being dealt with 
by a functional division. It arranges for buyer— seller meets, 
organizes contact promotion and market development programmes, 
arranges for participation of Indian expoirtars in Inter- 
national Trade Fairs and has a number of prograuuaes for 
product development, export development etc. 

Trade Fair Authority of India, was established in 
March 1977 by amalgamating three organizations viz. 
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Directorate of Exhibitions and Cosimercial Publicity, Indian 
Council of Trade Fairs and Exhibitions and the Trade Pair 
Organisation. The objective of T.P.A.I. has been to promote, 
organize and participate in industrial, trade and other fairs 
and exhibitions, set up show-rooms and depots in India and 
abroad, undertake trading activities in commodities connected 
with or relating to such fairs and exhibitions and to develop 
exports of new items for diversification and expansion of 
India’s export trade. Since its inception the authority has 
been organizing wholly Indian exhibitions and arranging for 
India's participation in several international fairs on a 
world-wide basis. 

In the mid-seventies, yet another Export Processing 
^ne appeared on India's map. The Santacruz Electronics 
Expojrt Processing Zone was set up in September 1974 ex- 
clusively for augmenting the exports of electronics goods 
fjcHMB the country. EPZs have been discussed in further details 
subsequently in Chapter IV. 

A aigiiificant scheme for promotion of exports was 
introduced in 1976 with the objective of provi ding f insncia l 
relief to the exporter-manufacturers who depend on import of 
inputs for manufacture of their export items. It was called 
the Duty Exemption Entitlement Scheme or the Advance Licensing 
Scheme. Under this scheme the exporter is permitted to import 


vmiu# ©f iaip«t» witliowt pmgmaut ©t 
Aii|r mm^sm d«ty piwrldlad thmam ara mmmnt tor produetlwi^ 

•£ Ipiiiidt t© li« io^rtadf tlm (iiit^«x«wp'<;loa is aXl.a%f@d .,,..1/ 
JLn rfta|p9#t of apadifiad Q«aii©41ti«a ara aHoyad txk m 

iJ^pertiMl aiEadiiat Mvaaea llccnoaa. daaidad ^ tiui 
MaaiiajiAg C«Hwltt*« af th* Hialatry of Caamorom* Vm 

idio liaa homn iaaued a© AdTsuaet Li cane# obtalna m 
Dsfl^ BsteXtXmmt (kartitimtm frm tjsus Brawteiric 

BirmmUtrmtm ot th« Klalatry of Fioamoo oo tlui feoaiji of udil^eli 
dsi1^F>”«a«iBptiaa la aXdovod tte onat^a oistliorltioa^ Dit 
afiMOo lei&a plekod gradttaXly «i»d Mooiko poptlar 

oartalJi aiodifiQatio»a wero offaetad aftor 19?9> It ’ 
jLa now ImiMg availod of bjr a largo aogaumt of the oa^orting 
oaamaadl^,^ Imi^ ttm maimfaotaw wxportarm aad oaHrehaEt 

©AIM 

aojrio* 

H*4 Brport Polloy la th» EiiEftttloa 

fito olgittioa uabored in a mv phaao la tha lodxiatrljtl 
aoad trad# polielaa of India* Hio iiodorato aoalo of llboioi34.«* 
xatloii iiiilod liad atartad in tho aocond half of tho aot«i|tioa 
Ca^mroi liOttoatuiK aa a wida rang© of ataauroa ra^t$Mg to 
lO^port litfraliaatloii and laduatrial daragulatloo wara 
iotrodaiood* Hiiiro waa for th« flrat tlao aa aiiaraapia Im 
tho poIlagr««aldLai olreloa of tho imdoairalDlo offoeta of 
oxoaaalvo proto6tioiila»p eoatrol aod roatrletloa tiiat iiad 


SjiaiMtrial «6«Barlo aM ik« f©r®i©iirtra^ 

Smr »a®rly tte®® d®ea€«*# It waa tliat m 

|ifr#t#®tiiA 4s»«®ti.c liarteat tod «©ti4 a» « dialaeeatlif® tw 
wcpirts luad tod to tli# foor quality oi India 

MiUlialairliiraa* l4.toraUUatioa ®X litporta waa iia«4 m an 
iaatfiiiitat fay tatoaola^cal a@ aa to tto 

IndiiA JMaatriaa Mr® poliqy maliara 

awirljiagto a wry ia^rtant rola for tto lUrga .Induat^^^ 
ffausaa aM tto iraiMifiational Qirporatlaiia la prMiotliig tto 
aaBraatry*! ai^rta* Sdara nas aa ttot tiM 

litofaliaatiaa paaleag* would -^asa Itouetrlas ts 

atoiitw atoiitoiafi of aoala ato lto«r#b|r iapro¥a ttoir mm^ 
patiti'frotoaa in tto iutaraatiotol aarkats whUa tk# litoral 
luptrt of tfttoaology vould toly narrow down tlia tais^toXogioal 
pp totwam Itoia and tto dawalpto world* r«aultii&$ in, aMiwr 
aaitqptiiaw of Xisdlaa products atooad*. Iha Sixtk PXam toftowiit 
pmwmm9€ for first tlaa that ^it will h& mmsAwy ts 
hr$M^ fttout a rtoriantatiou is tto aaotomy fyom protoaing 
wtolly far tto daaaati© aartot to produelng tatli fsr tto 
ilNWiiitiit and tto totartotiotol .aartot* thus aamliig faraiiir* 
pitoaapi far tto otontry ato at tto aaa# tiaa toaafltini; tjia 
toiaiitia atoWMiy tkwia^ raducriiaa of oasts and ij^pMWMoat of 
quail'll# Ito stratogy of prtdu^^jiS also for tto jUatof^ 
MotiOBol aarkot nartod a dopartwo frM tto eotoontioual 
opptoto of «9QtortiBg tto oountry ^o ourplusos* 



fiaiiiii«r fmhS^ ^ tlis rmi.m$jp»^ 

mms!t9 #f tt9 mmti^rft edMitioim »m iHSm 

m l«M ii9wa im tb* 3.«tt«r ef of tl%.fi IMion 

S^wmwm^ pr9irM«4 tltw liaiiio frwtawor^ of tli« 

9n%S9im pst th» y»or« to ooii#« A9mr4$.m to tlA 

pronrsano of ^ort 3.1%omXisatiiSp& 

.tom to l»o ioiisl|jmiA». oopoololiir liltM rogor4 to ro«f«matorlo3ji» 
fooio ojoi ooni^ fooiii» tkmmgimmt Vm 

m IJ 9 ort rostriotl®ii wm to ’Im 
or liitinoif iftO for Mmm of proofs roaooot out ' 
m .oo|bt||i|o>oi^^ prootlooo to to iatroSiiooO#. ' ISio 'ibiooof:':; 


©f «xp©rt«r 0 to iaports was furthtr to b« facilitat«de Th® 

most algnlf leant however w®r® the condltiona relating to 

proBotlon or exports « Indus iiries with high potential w®ra to 

b* Ident if ied arud provided With special incentives lik# cash 

coffipensation, fiscal and import conceBsiona and. a siaplifled 

aiKi more comprehensive procedure for the advance licensing 

ach®m@j while dlstincentives to the exporters in th® form 

of domestic and trad® taxes* quantitative restrictiona ami 
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administrative constraints are to be removed.-^ 

The recomaendatioM of a nimber ©f committees set ^ 
in th® eighties for review of trade and industrial policies 
of the country had an important bearing on th® programme of 
liberalization and export promotion adopted in th® eighties. 

The first of these was th® Comnitte® on Export Strategy (19W). 
Th® Committee on a review of the industrial policy of the 
country and a detailed examination of the disadvantage* being 
faced by the exporters recommended a *fr®e-“trade regime for 
exporters to enable theai to have access to foreign tech™” 
nology* imported raw-materials and components without 
difficulty. It emphasised th® need to remove gradually the 
high level of protection to the Indian industries which had 
resulted in high cost and poor of domestically 

available substitutes. It observed that licensing restrictions, 
MRTP restrictions and festrictions on imported technology all 
tend to limit the growth of creation of capacity in areas with 
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«xp©rt potential and that relaxation ©f these restrictions 


eojild provide a considerab-.^ stiaulus to 
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export.* 


©rdar "t© aciiieve "tli© desired r«sult.St recoiiiaerideci a 


series of measures which included, inter 


aiia,^^ (i) th® 


automatic growth facility (which 


introduced in 1975 »uto~ 


sequent to the Sondhi Committee recommendations) be extender 


t© all units e3 


lore than 105^ of their production 


".ffi A » oris A 


that Indian Products remain acceptable abroad, 
this objectives, technology import policies and 


ihould 


considerably liberalised. 





H©we¥er twa sasiibers of the Comsittee recorded, thsix 
not® of dififient utul wliijlle raising seriou® doubts about th* 
vaildlty of aany of the aaswaptions » questioned the desirability j, 
in the s©ci©~@coa,oiaic context of the country, of some of th« 
retaommendattcng made by the Coimitte®. Some ©f the points 
put forward by tiiem were 

(a) in ¥iew of the receAsion in the rich industrial 

natiwas, the ®quantuis in exports was unlikely 

t@ take place I 

(to) soffl® of the problems of the economy wer® in fact,, 
due to the slowing down and postponement of the 
import substitution programme | 

(c) the committees recommendations amounted to a bias 
*iji favour of aulti-national.s’’ in view of the well 
known fact of restrictive clauses included in 
foreign-csollaborations which prohibit exports tmleaa 
approved by the foreign collaborator! 

(d) the strategy recommended by the coaiiittee was not 
based on any empirical study and it carried a 
distinct bias against social justice. 

The recommendations of the Tandon Committee wMch 
were in many respects novel ana marked a departure from the 
past policies left their undellble mark on the trade policies 
of the country in the coming years. 

fet another committee under the Chairmanship of Abid 
Hussain was constituted in 1984 to review the structure of 
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export and policies, to examine the effactivaness of 

export promotioa iseasiires, and to suggest rattonaltsatioa 
and ±iiproveJB®nts in export policies, amongst o'ttier tasks® 

Tl4« Committee* .analysirjg the constraints on Indiana 

export performance observed that the competittveness of India's 
export V' ' contrained largely by domestic factors which 
manifested themsexveH in the cost of production* the pressure 
of domestic demand and nofi-“price factors as also the re^ 
latiw profitability of exports. On a close examination of 
th« existin^^ export promotion policies it caiiie to the conclusion 
that such policies were mostly a compensation for disadvantages 
faced by the exporters on account of domestic economic policies 
aiiMi that the element of incentive if any in such measures 
was very small. S&cc.iu.ly such coiipensation was not entirely 
adequate. Thirdly, even if the measures had been perfect la 
their operation there was a wide range of factors that 
constrained export performance which were left untouched by 
the regia® of export prostction policies# On the basis of the 
above ^ wildings, the Committee made the x allowing suggestions* 

(a) TIi€‘ duty drawback sch.eiae shouid provide a full 

reimbursement of taxes paid on imports that enfcer 
export production. The system of payment of drawback 
should be simplxfied, tao delays in disbursement be 
reduced and classification problems bo solved. 

(to) The cash compensator^'' support regime should contimie 
in its existing form. The cash compensation itself 
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s^tould be exempted from incoBie-tax. Ibe rates 
of compensation siiould. b® rationalized and 
coutinued to be aiiTiOUticed for a period of three 
years. The balance part of the cash assistance 
programme for product and market development should 
be eiiiciently used so as to focus on sectors 
where the country has a potential comparative 
advantage. 

(c) The existing import replenishment system should be 
reformulated so that the exporter is provided with 
complete access to imported inputs at world prices | 
such import facilities should be duty free and 
subject to the actual user condition. A new system 
through the introduction of a pass book for the 
establisiied manufacturer exporters in which the 
imports and the subsequent exports should entered 
was also envisaged -a^le the exist iiig iiaport re- 
plenishment system was recommended to be continued 
for merchant exporters, export houses trading 
houses and those fflanufactw'’er exporters who remained 
outside the new scheme, 

(d) The real effective exchange rate of the rupee 
should not be allowed to appreciate in order to 
ensure competitiveness of exports. 

(e) 50 percent of the profits from exports should be 
exisBpteol from income-tax, 

(f) Export industries should be exempted from capital 
licensing provisions and from restrictions on 
iaiK>rta of capital goods and technology tc enhance 
productivity. 
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(g) There should be an exchange entitlement scheme for 

exporters nfhlch would enable to use a certain 

poi'tion of taair foreign— ax cJriange earnings for the 
purpOf!a of market developraerit. 

(h) Considering the problems being faced by the SPZ/ 

FTZ, the CoBunittee suggested that a fully empov«ired 
statutory authority for controlling all matters 
relating to all EPZ/FT2 should be created to provide 
a one window clearance without the need for 
reference to other Departments. Selection of 
industries to be located in the FTZ/EPZ shoiild be 
oased on the critaria of their contribution to 
taciinologlcal development and skill creation. 

The Coiiiaittea felt that aforesaid recommendations 
in respect of EPZ/FTZ should also apply to the 
100^. Export Oriented units and suggested that 

the latter should be provided with a tax holiday 

^ ... 36 

for five years. 

The Commission also iriad® certain recommendations about 
the institutional framework of the export sector and suggested 
that systematic studies for an evaiuatioii of ths institutional 
support be carried out so that necessary cirianges in these 
organizations could be initiated to make them more effective. 
The Coiaaission further obsarv-r'd that the governmant should 
commission groups of oxi)ertr. to make an tn-dspth study of 
infrastructural constraints on export performance and suggest 
feasible solution. A large number of these recommendations 
have already been implemented or ere In the procef's of 
iiapl«mentEtion. 
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The CoffiiBlttee on Sxport of ihgineering and capital 
goods undar the Chairmanship of D.V, Kapoor looked into th« 
export potential of the engineering goods and observed that 
the Large Houses were not utilizing their resources and. 
capabilities for exports aainly because of a protected 
dojBsstic market. The Committas emphasized the need for 
identifying co-rtain thrust industries which should be allowed 
the facility of liberal itport of teciinology, made free from 
the restrictions under MRTP/FERA, The Coauaittee was of the 
opinion that tna export incentives should, be made available 
to these industries both for their domestic fai:id export 
operation. In case the proposed benefits and Incentives 
failed to create the required level of interest cf the larg® 
companies in export activities, the Committsa fait such 
manufacturers should be asked to draw up lon^; terra export 
plans as also medium term targets which should be monitored 
by an Empowered Committee (the setting up of which visa 
recoiaiaanded by the Kapoor Comaittes) 

Yet another cocmittee was set up in the eighties ucider 
the Chairmaiisiiip of •'f. riarasinhan to review tbs industrial 
policy of the country in the context of a possible shift 
from physical control to financial controls. The Coaisilttee 
while exaaiining the issues roiating to physical controls 
of product.ion, investneat ana imports, recoauaenaed that 
delicensing should be introduced for certain industries - 



ladustria# producing for the export sector being one f f 
tkiKuiii and that the criteria of efficiency should play a 
decisive role in issuance of lincences in case of 
Industries in vihich the licensing system was to be 
continued. As regards further liberalisation of imports, 
the Committee observed that there should be a reduction 
of the role of import licences through its replacement by 
tariffs, a reduction of import protection and a reduction of 
the canalisation of imports. These recommendations though 
not directly related to export promotion as such had a bearing 
on the exports in view of the inter-linkages between the 
industrial and expert policies. 

The recommendations of the various committees as 
indicated above had a considerable impact on the subsequent 
po^xcy— formulation. The governe^nt readily accepted many 
of the suggestions made by the£»«. committees an'! incorporated 
th^ in the export policy of the country. The gradual 
liberalisation of the export poliqy was reflected in the 
introduction and expansion of certain fiscal, financial 
and coapansatory measures aimed at iucraasing the country's 
exports. India's present export policy is characterized by 
a selective approach, which focusses on identification of 
certain products, sectors and industries, having a good 
export potential, and seeks to provide a ^^licy-framework 
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to facilitate exports from these sectors. Ihe ob;3ectiv« 
of this strategy is to maxials* the results from the 
optimal allocation of limited a¥ailable resources. The 
fourteen "thrust* sectors* so identified are 

(1) Tea, (especially in packages and value.~added form) 

(2) Cereals (inparticular wheat) 

(3) Processed fruit® (including fruits and Juices, 
meat and meat products and fresh fruits and 
vegetables ) 

(4) Marin# Products (especially in value-added forms) 

(5) Irone-on* 

(6) Leather and leather manufactures (with an emphasis 
on the latter). 

(7) Handicracts and Jewellery 

(8) Capital goods and Consumer Durables 

(9) Electronic goods and Computer Softwere 

(10) Basic Chemicals 

(11) Fabrics, piece-goods and made-ups 

(12) Ready-made Garments 

(13) Woollen fabrics and knit-wear 

(14) Projects and services. 

It may be seen that an important role has been assigned 
to the manufacturing and service sectors in the export 
promotion effort. In case of the few traditional cosunodities 
which have been Included in the list the emphasis is on 
value addition. This is to ensure a higher unit-value 
realisation for the exports. 
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During tha eighties certain new export promotion 
sohemes were evolved while the institutional framework and 
ax^ptions from certain regulatonr provisions for the 
exporting industries were further expanded. 

The scheme of 100 per cent Export Oriented units was 
Introduced in December 1930* The idea behind the scheme 
was to extend the benefits and concessions admissible to 
the industries located in the FTZ/EP2 to industries located 
elsewhere in the country (i.e. in DT4j subject to export of 
their entire production. The scheme was expected to 
generate additional production capacity for exports. The 
iOOJi E.O.y.s are required to undertake manufacture-in~bond 
and export for a period of 10 years ordinarily and 5 years 
in case of pixiducts characterised by a high degree of 
technological change. Such units are allowed Import of 
capital goods, components, spares, raw~materials and 
consumables free of duty, and w^uiout the requirement of 
import-licence. Indigenously procured capital goods, com- 
ponents and raw-materials are allowed to these units without 
the payment of central excise duty. This scheme has been 
discussed in further details in Chapter IV. 

During the eighties, four more Export Processing Zones 
were set up at Q>chin, Madras, Falla and Noida, while a Gen 
and Jewellery complex came up in the Santa w Electronics 
Export Processing Zone. The EPZ have been dealt more 
elaborately in Chapter IV. 



•fforta to participate in overseas Joint ventures and projects. 
Sxia Bank*s advisory services provide access to euro*>finan.ciag 
and global credit sources for Indian companies engaged in 
exports. As a development bank the Sxim Bank seeks to remove 
the barrier of international competitive finance that can 
impede the endeavours of the Indian exporter in exporting 
industrial goods. The Bank is currently seeking to achieve 
this end through thilS end through thirteen leixling prograsuBe.*^ 
As on 31 »t December 1987» the Bank had a paid-nip capital of 



Rs. 194*50' crores (equival«fit -^o U.S. $ 1-^:^ billion)* ll.- 
Bnaic raises loan resources i’rom domestic and internet ioiail 
mai'kets « 

Keeping in view the high export potential of the Gem 
and Je’wellery sector, the Government of India introduced in 
October, 1980 a new scheme permitting the export of gold 
^Jewellery against gold supplied by iureign-buyers (Th® schaite 
was designed to replace the gold jewellery Export Replenish- 
ment Scheme introduced in 1978 but suspended in January 1980)* 
It provided for export cf gold ornaments and ai’ticles 
(other than coins) including studded ones against geld, 
supplied fre® of charge, in i.ee by f '^aign bu^^s^rja to 

the extent of the quantity of gold used rn the laanufactur ® 
of items to be exported. Tne valu- in tiie process 

of manufacture of the a’="tllcle is .*.^.*±red to be not less than 
15S*l8 over the value of gold content wMle the purity of gold 
is to be not less than 14 carats. The scheme 

applies to expert ord&i- received by the Handicrafts and 
Handloom Export Corporation directly or thi’ou^ their 
associates viz. registered exporters with the gem and 
jewellery Export Promotion Council, co-operative societies 
of certified gold-smiths and corporations owned or controlled 
by the government. 
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Thtt Ifflpox*'t“E 3 tpor't Pass Book Schaisft} on 'tlis XdLnes 
auggaatad by the Abid Hussain Coiasiittea in 1984 was 
introduced uiider the Import-Export Policy for 1985“88. 
i'ha schaae was originally meant exclusively for regis- 
tered manufacture exporters (who iiave been regularly 
manufacturing for exports for a period of not leas than 
three years) but was subsequently extended to Export/Trading 
Housing who are otherwise eligible for issue of import 
licences. It pi'ovides for duty-free imports of inputs 
for manufacture of export pi'oducts atid may be considered 
as a further extension of the Advance licensing Scheme. 

The finished products are required to be exported within 
the period stipulated in the Pass Book, and input-output 
norms are prescribed for such manufacture. With the 
introduction of "Special Imprest Import-Export Pass Book", 
deemed exports are also now covered within the Sclafflae. 

During 1987-88, certain new concessions were introduced 
while some of the existing ones were carried further. It 
was decided to extend the Export Credit and Gtuarantee 
Corporation cover on concessional terms to "deemed exports." 
A new Blanket Exchange Permit Scheme, replacing the earlier 
schemes was also introduced. Under the new scheme a more 
liberal grant of foreign-exchange to the exporters for such 
purposes as foreign-travel, participation in trade fairs 
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abroad, laarkfet ib\udias, opening and raaintanance of branch 
©rfic®B abroad, advartisejcaants in foreign countries ate. 
has been envisaged. The Bainimum qualifying amount of 
f or eigis-@3r change earning under this scheais has 
at Rs, five lakhs in case of products appearing in the 
select list and Rb,ZO lakhs in case of oth^sr products. The 
year also saw further liberalization in norms for agency 
co»ai,^'’ion payments by exporters, concessional import duties 
on additional items for leather, marine products and gem and 
Jlewallery sectors, further liberalisation of policy for 
import of raw^-matarials and machinery, and credit facilities 
to exporters from financial institu ions against re-imburse- 
ments to be received by them under the I.P.R.S. at a future 
date. In the Finance Act for 1937-^8, with an amiendment 
to Section SO HHC of the ^ncome Tax Act, all earnings from 
exports are now exempt from the levy of income-tax. Ihe 
liberalizations under the Industrial Licensing Policy have 
alreadv bsen ais cussed earlier in t^is Qiapter. 

Export Promotion has therefore been a major factor 
contributing to the gradual shift in economic policies 
bringing with it liberalisation of a scale not seen before. 

It appears that we have com# clwue to the "free— trade regime 
for exporters* as envisaged in the Tandon Committee Heport 
of '980. Yet there is clamour for further concessions. 
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It ia intftrasting to note that no serious efforts have 
80 far been maae to ascertain the overall financial cost 
of these concx^issiona and exemptions to the national economy, 
neither has there been any periodic and comprehensive eva- 
luation of these export promotion schemes to assess their 
contribution to the exports. In view of the critical 
foreigir-exchaa^^e situation faced by the country and tba 
conditionalities of the l.M.F. loan, it is unlikely that 
there will be zay reversal in the liberalized export 
policies in the years to come. 



CHAPTER IJT 


INDIANS EXPORT PERFORi^CE 

India’;.- .^xport performance bears the unffiistal'atla 
©f the country’s eacport ^,..,Iicieso The initial 
policy which has been described as one of indifference 
and pessimistic neglect, evolved into growing encourage- 
ment and subsequently positive promotional measures and 
-^.^l-iiiinated in a great thrust in favour of the export 
sector. All of this \fas reflected to a considerable 
extent in tliis forma of the external i^ector _ 

During the decade 1950-1960, Indi^ exports 
remained more of less stagnant. The annual average earning 
from exports during the First Five Year Plan was Rs.609 
crores, which probably would have been smaller but for the 
exceptionally high exports in 1951 “52 on account of the 
war in Korea. During the Second Plan period, the average 
annual exports s^wod at Rs.6l . crores which might have 
been higher but for the recession in 1953 in U.S.A. and 
Ff?rope.^ r ’^ing this period, there was an overall decline 
in the exports of traditional items while new items like 
minerals and certain new manufactured products made their 
appearance in India’s export basket. 

In the sixties, the policy of growing encouragement 
to the export sector with the initxation of a number of 


profflotional saeasureSf on a Moderate scales resulted 

in an expansion, of the export sector. Exports grew at 
an annual compound rate of 4.1 per cent from Rs «660 crores 
in 1960-61 to Rs .806 crores in 1 965-66. During the 
Third Plan period, there was also a noticeable change in 
the commodity composition and direction of exports. The 
share of tea, cotton textiles and ; 3 ute manufacturers -- 
three major traditional commodities in the export basket- 
declined, while those of handicrafts, iron & steel and 
engineering goods registered increases. Ihe fast growth 
of engineering goods, chemicals and certain other new 
items in the country’s exports was a significant develop- 
ment as also the substantial expansion of trade relations 
with U.S.S.R. and the East European Countries. 

In 1966-67, exports registered a decline of 8 percent 
compared to those of the prece^ding year. This was largely 
a consequence of drought conditions prevailing in the 
country at that time which restricted the supply of 
agricultural comsiodities and agro-based products for 
exports, in addition to other contributory factors such as 
temporary dislocation of trade caused by devaluation, 
depressed demand conditions in the world market etc. The 
trend was however reversed in the subsequent year (i.e. 
1967—68) which recorded an increase of 3*6 percent In the 
export sector. The period 1 966 - 1 968 was characterized by 
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a substantial increase in the axpoi't-s to ths. S.g.A.P.E. 
countries, and a laargi'" increase to the couiitrles of 
East Eurtoi, 

A break-through in India's exports came in the 
two y©?»rs of the Fourth Five-Year Plan. During this 
plan period, exports reached an annual average growth 
rat® of 13.2 per cent (cc.., .„nd growth rate) against the 
target of 7 per cent envisaged in the Fourth Plan. The 
annual growth rate was, however, much above the average 
in 1972—73 and '^973~74 when exports registered steep 
increases of 22.5 and 28 per respectively*^ The 

increasing liberalisation of policies which had been 
initiated some time back finally started to yield results. 
But a more important factor appears to be the commodity 
boom in the international market which largely contributed 
to this success. During the mid-seventies, the inflationary 
conditions prevailing in the world market (vrhich had 
affected India also but was kept under control tiu^oii^h a 
series of fiscal measures and a better performance of the 
economy) helped India achieve an improved unit value 
realisation from exports. The structural change in India's 
export sector which had started taking place more, than a 
decade back also became more noticeable during this period. 
The combined share of the major traditional exports viz. 
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lute manufactures » tea, coffee, cotton piece goods and 
seal-processed leather in total exports of the country 
decreased from 55*^ per cent in I 96 O— 61 to 51 per cent in 
1965 - 66 , reaching the level of 28 per cent by l974-75« 

At the same time, the combined share of the newer items ^ 
viz* Engineering goods, Chemicals and allied products, 

Fish and Fish preparations. Sugar, Iron-one and Handi- 
crafts (including Gems and Jewellery) went up fi’om 7.2 per 
cent in 19^>"6l to 14,4 per cent in 1965”'66 and to 36 per 
cent by 1974—75*^ It was during the Fourth Plan period 
that India achieved a marginal trade surplus amounting to 
Rs, 154 crorea in 1972-73 for the first time since 

SSi 

independence. 

The tempo of higher growth in exports was maintained 
and in fact further improved during the first three years 
of the Fifth Five Year Plan (1974-75 to 1977-78). In 
1974-75» exports attained a growth of 32 per cent followed 
by 20.8 per cent in 1975-76 and 27.2 per cent in 1976-77. 
However the recession in the industrialized countries that 
followed the inflation of the mid-seventies brought in its 
wake a depressed international trading environment with a 
decline in the international prices of a number of 
commodities and rising protectionism in the developed coujo- 
tries . This coupled with supply constraints at home for 
amny of our export items allowed only a moderate performance 



Oii. che export front daring the next four years (1977-73 
ta 1931-82)5' -When ^i^ports regis'^- ■ •'’■sd annual growths 
rates of ^*2 pt: oef , 5-9 per cent, 12.1 per cent and 4*6 

i 

per cent* 

During the Fifth Plan period, u- factm^ed and value 
added products like Engineering goods, as and Jewellery, 
Chamicals and Allied products. Leather manufactures, Ready- 
made garments etc. constituted a subs tSiiwial chunk of India's 
exports. S. S.C.A.P. with a share of 25.7 por cent of India's 
total exports emerged as the largest importing region for 
Indian goods. The E.S. C, countries, also registering a very 
significant increase duriiig tixis period, cajiie second. So 
far as the individual countries were concerned, U.S.A, , 
U.S.S.R. , Japan and U.K. remained the largest single buyers 
of Indian products although their relative positionis changed 
from year to year. In 1976 “?/, for tne second time since 
independence, India achieved a favourable 'balance of tradw, 
involving a tradi surplus of croreir , 

After a disappointing performance in the first 
year of the Sixth Plan, exports registered a margirial 
increase in the next four years of the Plan, which witnessed 
growth-rates of 16.3 per cent (1961-82), 12.8 per cent 
(1982-83), 11.00 per cent ( 1983 - 8 ^'^ and 20.2 per cent 
( 1984 - 85 ).® 




The rising imports ana the widening trade gap 

since the beginning of the eighties necessitated intensi” 

^ j I 'li L 

f ication of export /e «i>e3«4e and this period was characterized 
by policy liberalisation of a scale not seen before. But 
even the liberalised export promotion measures could ensure 
only moderate achievements as shown above, mainly on 
account of certain internal and external constraints. On 
the domestic front low productivity, high cost of production, 
infrastructural bottlenecks and inferior quality made the 
Indian products uncompetitive in the world market. But the 
greatest disincentive for exports appears to be the strong 
pull of the vast domestic market which still enjoyed a 
fairly high degree of protection. The external constraint*^ 
were a continued demand recession in the world market, 
growing protectionism in the developed countries, further 
dedin* in the prices of many commodities, unstable 
exchange rates, a weak marketing infrastructure with 
limited market access, inadequate shipping facilities jc etc. 
The hope that the large industrial houses and multi-national 
corporations would make a big dent in the country's exports 
also did not materialize. It is against this background 
that the expoi t performance of the country in the eighties 
needs to be Judged. 

After the promising growth of 20.2 per cent in 1984-85, 

■to 

exports in 1985-86 slumped ^ 7.2 per cent. Much of this 
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decline in growth is attribuwwd to the of crude 

©11 exports after April ’85 when the requisite ref.1. iiing 
capacity was set up within the cou...*/,. The sharp fall 
in the international prices of some of the coMtodities was 
another contributlve factor. During 1985~86 there was a 
decline in the export of Oil-chkes, Tea., Tobacco, Cotton 
fabri'.'- , 1 ; L.-^ather and Leather mar- actures, aagineering 
goods and Jute laanufactur'es. Cei -.in coauaoaities however 
registered increases. These included Cashew Kernels, 

Coffee and Coffee substitutes, Spices, Mai :,>a products, 
Raw—cottoxi, Rice, Iron- Ready-Diade Garments and Gems 

and Jewellery. 

In 1980—87 'thex-e was a recovery with exijorts once 
again registerixig an increase of 15.3 cent. Th® achieve- 
ment however becomes moderate when one looks at the fact 
that there irxad teen a negative growth rate in exports 
(-7.2 par cent) in the prac^edlng year ana therefore the 
true base for comparison should have been 196”^'“85. It is 
pertinent to note that this improved performance was 
possible inspite of continued sluggishness in the inter- 
national trade sc«ii*ario and a declirJLng trend in the prices 
of many ox tne comaoc' ’ ss. The principal commodities 
which contributed to this increase in exports included 
Coffee, Cashew Kernels, Oil-cakes, Fruits and Vegetablas, 



Marine Products, Cotton raw, Gems and Jewellery, Plastic 
and linoleum products. Readymade garments, Man-mad® 
textiles and Carpets (hand-made)* The items which registered 
a decline included Tea, Rice, Wheat, Iron-Ore, Sports goods, 
Basic Chemicals, Engineering goods. Coir and Coir manu- 
factures and Petroleum Products, 

The available data of exports in 1987-33 which is 
provisional in nature indicates a substantial Increase 
of 25.03 per cent over the proceeding year. This has been 
reported to be the highest increase in the eighties. The 
items which registered an increase in their expoi'ts include 
Tea, 'Rice, W>ieat, Fruits and Yegstables, Meat and Meat 
products, Marine products. Leather and Leather manufactures. 
Gems and Jewellery, Sports goods, Basic chemicals. 

Engineering goods. Cotton fabrics. Yarn, Made-ups, Natural 
Silk textiles, Wool and Woollen manufactures, Read 3 naad« 
garments. Man-made textiles, 6arpet (hand made) and 
Petroleum Products, Coffee, Tobacco, Oil— cakes. Cotton 
raw, Coir and Coir manufactures. Jute manufacturos and 
Carpets (mill-made) however suffered a decline in their 
exports . 

Table 111,1 shows India's exports and Imports 
(aggregate), their percentage-wise gro\rth and balance of 
trade during the period 1977-78 to 19S7-S8 while Graph III.1 
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shows the growth in imports and exports during the 
aforesaid period. Pie Charts III.1 and III. 2 show 
at a glance the Composition of India's exports (in per 
cent) and destination of India’s exports (in per cent) 
in 1986-87.*^^ 


TABLE III.1: IhTDIA’S FOREIGN TRADE 

( Value : Rs . Crores ) 


Year 

Export 

Percfn-*, 
tage^ovir 
the pre-“ 
Yious 
year 

Imports 

Percen- 
tage in- 
crease 
over tne 
previous 
year 

Balance 

of 

Trade 

1 977-78 

5407.87 

+5.2 

5020.23 

+18.7 

-612.36 

1978-79 

5726.07 

+5.9 

6810.64 

+13.1 

-1084.57 

1 979-30 

641 8.43 

+12.1 

9142.58 

+34.2 

-2724.15 

1980-81 

6710.70 

+4. 6 

12549.15 

+37.3 

-5838.45 

1981-82 

7805.90 

+16.3 

13607.56 

+3.4 

-5801.65 

1 9B2-83 

8803.37 

+12.8 

14292.74 

+5.0 

-5489.37 

1983-84 

9770.71 

+11.0 

1 5831 . 46 

^ 10.8 

-6060.75 

1 984-85 

11743.6s 

+20.2 

17134.20 

+3.2 

-5390.52 

1965-86 10894.59 

-7.2 

19657.69 

+14.7 

-8763.10 

1986-87 12566.62 

+15.3 

20083. 53 

+2*2 

-7516.91 

1987-88 

15719.36 

(P) 

+ 25.03 

O 

CM 

CM 

+ 11.25 

-6623.66 
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COMPOSITION OF iNDU’S EXPORTS i986_;37 

(in pferctnt) 


Otlinrs / 


I 


Pes.ris, Preoioxis (i6,5'^v) 


\ 


\ 


\ 


\ / 

Muiiic Products 

/ 

Ukth&r 3c isatJier Mfs. (^.3%) 

Iron - ors 



X B Afro-bastfed Co^m.»«iihVtj 

(u-aj*; : 


/ 

/ 

/ 

/ Pflady madw garmfiiiita 

CT 7 */.; 


'XX Bng. Goods (7.D/0 
Tea ^ Mate 


* include Oorrm:' ?.. oubrdi i i' cceG, l.ichu'.v jkorwei, 

;la'A( Cotlen, Oil-cakes, dice- Suqar, Tobacco & Species. 

** Include Machinery and Transport Ecuipment nd Metal 
Manufactu.r- c excluding Iron S< Steel. 
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DESTINATION OF INDIA'S EXPORTS 198 6-37 

(iri par cant) 

OTHBR BBC (10.6X) 

U.SJi.,(l8.8S) 


U-K (5.0%) / 


OTHBRS (3.3%) 



JAPAJT (ID.7%) 


JfOH QPBC (i5.3%) \ 


OTHBR OBCD (4.0%) 


OPHC (6.2%) 

BAHT BUROPB (3.5%') 


USSR (14.0%) 
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Tabltts III. 2 anjd III. 3 Indicate the valu®. exports of 
the principal coamodities and the destination of exports 
to the major regions/sub~regions during the period 1985~86 
to December 1987, along with the percentage growth/decllr ?3 
as the case may be. 

lufhile evaluating India's export performance in the 
last two decadir 3 or so, certain factors need to be considered. 
First, the imports have always been higher than the exports 
except in two years (1972-73 and 1976-77) when there was a 
marginal trade surplus. This shows that o\xt «iXports have 
not been able to catch up with our imports, despite large- 
scale concessions and liberalization of policies. In the 
eighties the trade deficits have assumed alarming proportions 
as is evident from Table I. 

Secondly, the performance in real terms is not all 
that imp^ tissive as it seems to be. Table III. 4 shows the 
growth of India's exports and imports during the period 
1970-71 to 1981-82 at constant prices of 1976-77.^^ Although 
there has been a more than five times increase in India's 
exports during this period, in real terms (i.e. at constant 
prices of 1976-77), the exports have increased from 
Rs. 3041. 23 crores to Rs. 5661. 92 crores only i.e. exports 
less than doubled. The falling value of the Indian rupee 
vis-a-vis the major currencies of the world has tended to 
inflate our export figures. This also becomes evident when 
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12. Engineering goods* 897.9 875*0 -2,6 416,2 540,3 29.8 

13. Chemicals & allied 

products 497.5 474.5 -4.6 216.5 329.7 52.3 



Source t India, Economic Survey, 1987-88, p-39 
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TABLE III. 3: INDIA* EXPORTS BY REGIONS/SUB-REGIONS 
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TABLE III. 4: 

INDIA'S EXPORTS AND IMPORTS 

(AT COhJTi-JfT 


?HT®'“0F"1S i=T7TTT^715==^ 

T6n'9ST=S:^T' 



(in Rs.Crores) 

iitaSUk ' M 

Exports 

Imports 

1970-71 

3041.23 

4445.02 

1971 -'"7 

3126.44 

5336.17 

1 972-73 

3448.90 

5436.42 

1 973-74 

3636.25 

5S25.13 

19,i*-75 

3822.66 

5142.73 

1 975-76 

4310.43 

5114.76 

1976-77 

5142.30 

5073. 

1977-78 

4812.69 

6576.28 

1 978-79 

5139.91 

7128.80 

1979-80 

5747.92 

6816.47 

1980-81 

5548.37 

10078.40 

1981-0- 

5661.92 

10018.90 


Sourc«z "V.R. Panchinjkhl, Foreign Trad^ and Trade Policies," 
in P.R. BrfeuLii^^inandfi & V, R. Panchraukbi, " ^e De't'elop- 
sient Process of the Indian Economy" HimaTayaT 
PuBI33!a:ng^^ 
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one coiousldcrs th« Incrsaaos in the volume of export#. 

■ n 

Even during the peak period of 1973-74 to 1976-77 

when exports had a phenomenal growth in terms of increases In 
their value, the corresponding increases in their volume 
was much less, as would be evident from Table III. 5 below: 


TABLE III. 5: PERCENTAGE INCREASE IN THE VALUE 

mrwwm'dP 




TO* 


Year 

Percentage Increase 
in value of Exports 

Percentage Increase 
in Volume of Exports 

1973-74 

- 2896 

- 4.296 

1974-75 

- 3296 

— 6.496 

1975-76 

- 20.8^ 

- 10.496 

1976-77 

- 27.296 

- 18.496 

Source t 

GOI, Ministry of Commerce, 
PP-2t3. 

Annual Report 1977-78, 


This suggests that better unit value realisations 
have largely contributed to the steep rises in exports 
rather than any substantial increase in volume Of exports 
during the above years. 

Thirdly, India’s share in the world exports and 
also in the exports from developing countries has been 
steadily declining as can be seen from the data in 
Table III.6. The data clearly indicates that in a fiercely 
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TABLE III. 6: PERCENTAGE SHARE OF INDIA’S AND DEVELOPING 

OT t n f Fia E 5 ’ ^"" l! XPgHT5 " T R WORLD ' EXP O RT S ”™ 

T!ro T A«S EffgBfg ' TN ' DWmPT!T( r g5t mf^ 

g XPgRTS ' TCTRREWr ’ PW C Eg ) ( 1 9B0 ' W ' l 9 W" 


(Billion of US i) 


Tftara 

World 

Exports 

Exports of 
Dovsloping 
Countrios* 

India* 

Exports** 

India’s 

Sharo in 
Developing 
Countries 
Exports 

(1) 

(2) 


(4) 

(5) 

1960*^1 

118.1 

34.096 

(28.87) 

1.332 

(1.1278) 

3.91 

1961-62 

122.7 

33.802 

(27.55) 

1.386 

( 1 . 1296 ) 

4.10 

1962-63 

128.1 

34.838 

(27.19) 

1.403 

( 1 . 0952 ) 

4.03 

1963-64 

140.6 

38.635 

(27.47) 

1.635 

(1.1565) 

4.21 

1964-65 

157.0 

41.472 

(26,42) 

1 .705 
(1.0859) 

4.11 

1965-66 

170.4 

44.200 

( 25 . 94 ) 

1.687 

( 0 . 9902 ) 

3.82 

1966-67 

187.0 

47.707 

(25.51) 

1.954 

(1.05) 

4.09 

1967-68 

195.3 

48.453 

(24.81) 

1.613 

(0.8259) 

3.33 

1968-69 

217.8 

52.144 

(23.9412) 

1.761 

(0.8085) 

3.38 

1969-70 

249.2 

58.177 

(23.35) 

1.835 

(0.7364) 

3.15 

1970-71 

286.5 

65.029 

(22.70) 

2.026 

(0.7072) 

3.12 

1971-72 

321.2 

72.824 

(22.67) 

• 2.034 
(0.6333) 

2.79 

1972-73 

382.2 

86.885 

(22.73) 

2.448 

(0.6405) 

2.82 
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ill (2) (3) (4) 


1 973-74 

532.7 

129.877 

(24.38) 

2.917 

(0.5476) 

2.25 

1 974-75 

789.2 

247.114 

(31.31) 

3.926 

(0.4975) 

1.59 

1975-76 

809.7 

236.436 

(29*20) 

4.355 

(0.5378) 

1.84 

1976-77 

919.8 

279.836 

(30.42) 

5.549 

(0.6033) 

1.98 

1977-78 

1044.1 

318.619 

(30.52) 

6.378 

(0.6108) 

2.00 

1 978-79 

1206.5 

336.118 

(27.86) 

6.671 

(0.5529) 

1.98 

1979-80 

1530.6 

461 .791 
(30.17) 

7.806 

(0.5099) 

1.69 

1980-81 

1874.7 

615.476 

(32.83 

8.586 

0.4579) 

1.39 

1981-82 

1843.7 

602.638 

(32.69) 

8.295 

(0.4499) 

1.37 

1 982-83 

1707.8 

530.290 

(31.05) 

9.358 

(0.5479) 

1.76 

1983-84 

1663.5 

499.037 

(29.99) 

8.648 

(0.5198) 

1.73 

1984-85 

1768.1 

523.323 

(29.59) 




•Share of developing countries in world exports (per cent) 
in parenthesis. 

♦•Share of India’s experts in world exports (per cent) in 
parenthesis* 


Source i Economic Surveys « Gk>vt. of India as reported In 

V.R. Panchnukhi, •Foreign Trade and Trade Policies*, 
in P.R. Irahnananda & V.R. PanchmuKhi, »Ihe 
Develonaent Process of the Indian Economy". 




.ng House, 



80 - 


coapctltivft world market, India has not been able to 
keep pace with other countries, not even with other deve- 
loping countries* Sven the large-scale concessions and 
liberalisations of the eighties have failed to reverse this 
trend. 

Fourthly, a close look at the destination of India's 
exports suggests that a big chunk of India's exports go to 
U.S.S.R. and East European Countries (18.4% in 1986-87) 
against rupee payment. On the other hand, the sources of 
import are primarily the hard-currency areas (Japan, U.S.A. , 
U.K., Federal Republic of Germany and other 0. B.C.D. 
countries together contributing 64.4% of our imports in 
1906—87). USSR and East European countries merely accounted 
for 7.5% of India's imports in 1986-87. This suggests 
that on the one hand we are paying for our imports largely 
in hard-currencies while earning rupees from about one- 
fifth of our exports (figures for 1986-87). 

Lastly, the trade statistics indicate that the share 
of Engineering goods. Chemicals and allied pi*oducts and 
Iron & Steel, - the major non-traditional manufactured 
it«Bis-in the total exports of the country has actually 
declined or stagnated over the past few years • The exports 
of the engineering goods slumped from 11«J% of the total 
export in 1979-80 to 6.96% in 1986-87, Iron steel declined 
from 1.62% in 1979-80, to 0.45% in 1986-87 whUe Chemicals 



tradltloxuil exports Ilka ;}ute and colx* products, tha sliar* 
of tiio traditional non idlgh^-technology' sectors works out 
to 82.09 per cant of the total Increase in manufacture 
exports during 1975-76 to 198V-85. 'mis lea-«es the combined 
share of engineering and chemical industries at 17.91 per 
cent only, fhe findings of the aforesaid study suggest that 
the noa-traditlonal or modern manufacturing sector is losing 
hold in India's exports. 

On the whole one can coaeJude on perusal of the export 
statistics, that even after several decades of planned 
development the exports from India/^largely comprise low 
technology items and primary products , and the qualltativo 
change sought to be achieved, iias not been attained. . 


CHAPTER IV 


SOME EXPORT PROMOTION MEASURES - 

AW wmikim r 

As dlscussftd sarlier the export Incentive schemes as 
they exist today are a wide spectrum of measures, ranging 
from direct subsidies, reliefs from direct and indirect 
taxes and concessional credit to a liberalized import 
policy regime and exemption from various regulatory pro- 
visions generally applicable to the domestic industries 
(e.g. the operation of MRTP & FERA). In this chapter, we 
shall discuss five major schmes vizo (1) Cash Compensatory 
Support (2) Duty Drawback Scheme (3) Scheme of 100?6 Export 
Oriented Units, (4) Advance Licensing Scheme and make an 
attempt to evaluate their impact on India's exports 
(5) Free Trade Zone/Export Processing Zones. 

IV. 1 The Cash Ckampensatory Support 

The Cash Compensatory Support Scheme which was first 

introduced in 1966 and subjected to various modifications from 

time to time (the last major review having been made in 1966) 

constitutes one of the most important export incentive s chutes 

in operation today in teras of its total magnitude. The 

primary objective of the scheme is to compensate the Indian 

exporters for the elements of unrefunded taxes and duties paid j 

on the exported goods. The present scheme of C.C.S. which is 

1 * 

valid upto 3l8t March 1989 has the following broad features | 

(a) Refund of indirect taxes including Sales Tax, etc. 
on inputs that are not refundable through the duty 
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drawback fflechanlsm, whether these taxes have been 
levied on physically incorporated inputs or non- 
physical inputs such as fuel, power, etc. The 
incidence of indirect taxes is worked out not only 
on the basis of unrebated indirect taxes paid on 
inputs directly used in the production of the export 
product but at earlier and intermediate stages of 
production also. 

(b) For agricultural items, such as fruits and vegetables 
which are perishable in nature, a special element of 
compensation is provided for the high cost of 
transportation within India as also the cost of air 
freight* 

(c) For handier ait items, the value added by labour is 
one of the main factors considered for determining 
the CCS rates. 

(d) Neutralisation of discriminatory higher freight 
rates on account of various factors like low total 
volume of trade, discriminatory rates adopted by 
conference lines, etc. 

(e) Compensation for product/market developments which 
is corxsidered in a selective manner. 

(f) CCS rates are restricted to 25 per cent of the 
value added i.e. f.o.b. realisation less REP 
entitlement (under the import policy for Registered 
exporters). 

Under the Scheme approximately 260 items have been 
granted CGS in eight product groups viz. engineering goods, 
chemicals and allied products, plastic goods, agricultural 


•— Si4 *“ 


products and processed food items, leather goods, sports 
goods, textiles and handicrafts. 

Generally seven levels of CCS rates viz. 5 per cent, 

8 per cent, 10 per cent, 12 per cent, 15 per cent, IS per 
cent and 20 per cent have been prescribed. Project assistance 
of 10 per cent has also been granted with effect from 
1.7.1986 for services part of turnkey projects and package 
projects of civil engineering construction services 
(including computer services and software). Effective from 
17.2.87, project assistance has also been extended to the 
operation and maintenance (08di) Service Contracts. The 
rates of CCS in respect of all product groups excepting 
cotton textiles items, are valid upto 31st March, 1989. 

In addition to the physical exports, CCS is also 
allowed on certain types of supplies made in India which 
are considered as "Deemed Exports". CCS on such supplies 
is allowed at 75 per cent of what is admissible on physical 
exports. These supplies include supplies to IDA/IBRD financed 
projects in India, supplies to projects financed by multi- 
lateral/bilateral external agencies, supplies of certain 
equipments, raw material, etc. to 100 per cent Export 
Oriented Units, supplies made from Domestic Tarif;f Area to 
units in Free Trade Zones , supplies made to ONGC and Oil 
India for their off-shore and on-shore drilling operations etc. 



Table IV.1 shows the t^rowth of C.C.S. over the period 
^^l'5r‘lk to 1987-88. It may be seen that there has been 
a spectacular Increase in the aiiiount of C.C.S* disbursed 
over the 15 years* period commencing from 1973^74. The 
growth is however not uniform, varying from 106.51?fi in 
1975-76 to - 4,2156 in 1983-84, There does not appear to be an] 
correlation between growth of CCS and the growth of the 
country’s exports as is evident from the above Table. Even 
when C.C.S, registered negative increases as in 1979-80, 
1982-88 and 1983-84, the country’s exports grew by 12.1?6, 
12.856 and 11% respectively. Similarly, a hlgn rate of 
Increase in the C.C.S. did not necessarily bring about a 
corresponding Increase in the exports, as may be seen from 
the export performance indicated in columns 2 and 3 of 
Table IV.1. However, on the whole it can be stated that 
over the period, 1973-74 to^ t9Q7=^ &; the growth of India’s 
exports has by ana large falleii far behind the growth of 
C.C.S. While the total quantum of C.C.S. disbursed increased 
almost fourteen times duriiii^ tiriis period, expox^ts increased 
only five times. 

The other aspect which needs consideration is the 
performance of the industries which received the maximum 
share of C.C.S, In 1981-82, five groups of commodities, 
namely Engineering goods, Chemical and Allied Products, 
Leather Goods, Handicrafts and Cotton Handlooms togather 


TABLE IV. 1: TRENDS IN GROWTH OF EXPORTS AND EXPORT ASSISTANCE 
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accounted, for 78,9% of the total C. C.S* disbursed. However 
their contribution to the total exports of the country was 
Just 30,78^' ^ In 1986-87, these commodities^ together 
received 73.839^ of t’ total C.C.S. disoorsed, while their 
share in the total exportii of the country was 35«86% showing 
a very marginal increase of 5.06% over a period of five 
years. The primary objective of the C.C.S. is to make the 
products covered by the Scheme more competitive in the 
international market tnrough a reduction of cost. AltJ:u>ugh 
during this p&r iod, the exports of four of these five 
commodity groups have gone up in absolute terms, their share 
in the total exports of tne country has registered a very 
moderate increase of 5.06%, which raises doubts about ai^ 
significant impact of C.C.S. on their exports. 

Table IV.2 shows C.C.S. as a percentage of the f.o.b. 
value of expoits for the major commodity groups over the 
period 1976-77 to 1987-33. It is observed that e»capt in 
the case of Instant Tea, Jute Prouucts, Fish and Fish— 
Products/Marine P?- jducts. Finished Leather and Leather 
Manufactures aivi Cotton Handlooms/Cotton Textiles, C.C.S. 
as a per cent StiC of the f.o.b. value of exports is on the 
decline. For example, in the case of Engineering Goods, 
it came down from 15.3% to 10.59%, in the case of Chemicals 
and Allied Products from 12.7% to 8.95%, in the case of 
Sports Goods, from 14.9% to 11 .67%, over the period from 
1976-77 to 1987-S8. This shows an increasingly lesser 
dependence of the items on cash compensatory support. In 


TABLE IV. 2: C.C.S. AS A PERCENTAGE OF THE F.O.B. VALUE OF EXPORTS 

T?^y5I(!:AL)" FOR Hajor coMoDity groups 
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the absence of further statistics it is difficult to draw 
any definite conclusions from this. However it is possible 
that such items are receiving increasingly greater benefits 
from other schemes such as Advance Licensing, I.P.R.S. 

Pass-Book System etc. as a result of which there is a 
marginal fall in the compensatory support being received 
by them. In case of Instant Tea, Jute Products and other items 
mentioned above, the C.C.S. as a percentage of the f.o.b. 
value of exports, of each of these items la on the increase. 

The total C.C.S. disbursed as a percentage of the total 
f.o.b. value of exports of all commodities covered under the 
Scheme, works out to 11.35*6 in 1986-87, 11.46^6 in 1985-36, 
and 10.5196 in 1984-85. 

Table IV. 3. shows the percentage distribution of 
C.C.S. between major conunodity - groups of exports during 
the period 1974-75 to 1986-87. In 1986-87, Engineering 
Products had the highest share in C.C.S., followed by 
Finished Leather and Leather Manufactures, Cotton-Textiles, 
Chttsicals and Allied Products and Woollen Carpets, Rugs 
and Druggets. It is observed that the shares of Engineering 
Goods, Cnemicals and Allied Products, Plastic Products and 
Sports Goods have gradually come down over the years, while 
those of Processed Foods , Instant Tea, Woollen Carpets, Rugs 
and Eruggets, Jute Products, Leather Manufactures, Handicrafts, 
Fish and Fish Products ana the Textiles have gone up. During 
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the period 1974-75~’1 986—87, C. C.S. has become more broad- 
based, covering many new items and this has resulted in 
a declining share of those items (mainly the "new manufactures") 
on which the scheme had earlier concentrated. 

IV.2 The Duty Drawback Scheme 

The Duty Drawback Scheme, first introduced in 1954, has 
been in operation for more than three decades. The scope of 
the scheme has been considerably enlarged over the yeai's 
and today it encompasses 59 groups of coiamodities wiiich 
have been included in the Schedule appended to the Customs 
and Central I'bccise Duties Drawback Rules 1971. (A list of 
these commodities may be seen at Annexure I). 

Under the Duty Drawback Scheme, the exporters of 
specified goods are allowed reimbursement of Customs and 
Central Excise Duties paid on raw-materials, components and 
packing materials, used in the manufacture and packing of 
export products. The Scheme is currently being administered 
by the Directorate of Drawback under the Department of 
Revenue of the rlinistry of Finance. The Directorate determines 
the All-Industry rates of drawback normally once a year 
following the budgetary eiianges in the duties of customs/ 
central excise. VJliere All Industry rates of drawback have 
not been rKktified in respect of any of the export products 
included in the Drawback Schedule, or tne rate of drawback 
determined Is leriH Uian three-fourths of the duties paid on 



the Inputs of the export products, brand rates of drawback 
are fixed by the Directorate on the basis of the information 
furnished by the concerned exporter. 

The “scope of drawbacK, the methodology to be followed 

for determining what is generally known as the All Industry 

rate of drawback, the provisions for brand rate fixation 

for indiviaual exporter where no All Inaustry rate is 

available, the situation where special brand rates can be 

claimed if an exportei' is not satisf iea with the available 

All Indu;jtry rate of drawback anu the broad procedural 

requir amenta for claiming drawback’*^' have been laid down 

in the Customs and Central Excise Duties Drawback Rules 1971, 

as referred to above, framed under the combined authority 

of section 75 of Customs Act and section 37 of the Central 

5 

Excises and Salt Act. While determining the amount or rate 
of drawback, the Drawback Rules require that the following 
points should be coiisidered* 

(i) ®rie average quantity or value of each class or 

description of the matisrials from which a particular 
class of goods is ordinarily produced or manufactured 
in India; 

(ii) The average quantity or value of the imported 

materials or excisable materials used in the pro- 
duction or manufacture in India of a particular 
class of goods; 

(iii) The average afiiount of duties paid on imported 
materials or excisable materials used In the 
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manufacture of semis, components and intermediate 
products which are used in the manufacture of 
export goods s 

(iv) The average amount of duty paid on materials wasted 
in the process of manufacture and catalytic agents; 

(v) The average amount of duties paid on imported 

materials or excisable materials used for containing 
or pacicing the export goods. 

Drawback is not allowed if the export product have 
inputs on which customs or central excise duty, as the case 
may be, had not been paici. or the rate of drawback would come 
to less than 2 percent of the f.o.b. value of the finished 
product to be exported. 

The last revision to the All Industry Drawback rates 
came into force with effect from 1st June, 198S. It was 
announced in the Press Note released by the government that 
while re-flxing the rates, “special attention has been paid 
to thrust industries which have considerable export or export 
potential ana whose inputs suffer duties to a significant 
extent." In the new schedule, significant improvements in 
rates were allowed for a large number of export items 
especially those from the engineering sector. In case of 
mahy products from food-processing, engineering, electronics, 
paints and pigments, woollen and certain other industries, 
an increase of more than 10% over the earlier rates was 
allowed keeping in view the increasea inciaence of duties 
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on various inputs especially the imported inputs. To give 
a thrust to the export of electronics items. All Industry 
rates of drawback were fixed for the first time on w^rtaln 
items like metal film resistors, printed circuit boards, 
plastic film capacitors of different categories and black 
auu white T.V. sets, amongst others. In addition to 
electronics, All-Industry rates were also fixed for the 
first time on certain other new products mainly from the 
engineering and textile groups. 

In 1936, Gavernment appointed a Committee to examine 
in detail the working of the Duty Drawback Scheme, to 
review the procedure for fixation vf the duty drawback rates 
and disbursement of drawback claims, to look into the wayn 
of implementation of the recommendations concerxiing Duty 
Drawback made by the Abid Hussain Committee on Trade 
Policies ( 1934 ), and above all to suggest measures for 
rationalization and simplification of the scheme. The 
committee in its report observed that if the duty drawback 
scheme was to achieve its objective of facilitating exports, 
a selective approach, involving identification of industries 
having substantial exports or export potential and whose 
products suffer considerable incidence of duties on inputs 
should be adopted. The Committee observed, that readymade 
garaents and leather and leather manufactures (including 
footwear) needed to be identified for such special attention 
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and suggested that entries in the drawback schedule for 
such industries should be drastically simplified and 
rationalized on priority basis to ensure that Drawback rates 
are available without any possible classification dispute 
and any need for detailed chemical or physical tests of the 
products. The other important recommendations made by the 
Committee were a general restructuring of Drawback Schedule, 
the use of electronic data process devices for flocation 
and review of All Industry rates of drawback and a more 
liberal approach at the time of fixation of such Drawback 
rates so long as the manual system of data processing 
continued,^ 

To ensure quick disbursement of Drawback the Committee 
suggested one window disbursement of Drawback as well as 
C.C.S, and desired that the work of rate fixation of drawback 
should be transferred from Ministry of Finance to the 
Ministry of Commerce. This decision though not implemented 
till now has been accepted in principle by Government. On 
the basis of the recommendations made by the Committee, the 
procedure for payment of drawback has been simplified 
resulting in prompt payiiient of drawback by the Custom Houses. 
Fixation of All Industry rates of drawback has also been 
rationalized. Once the programme of computerization in the 
Customs and Central Bxcise Department is complete the vast 
ambit of data that would become available would enable the 
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fixation and review of the All Industry rates on a much more 
scientific and realistic basis (as the averai^e would be much 
nearer to the duty suffered by the export product on its 
input in general) in a much shorter time. 

The amount of duty drawback disbursed annually daring 
the period 1973-74 to 1986-87 may be seen from Table IV. 1. 

It is observed that the annual growth rate of drawback has, 
by and large, marginally exceeded the annual growth rate of 
exports in this fifteen year period, except in the years 
1979-80, 1980-81, 1982-83, 1983-84 and 1984-85. On the 
other hand, the growth of drawback has generally been lower 
than the growth of C.C.S. (except in 1974-75 when it was 
substantially higher and a^aln 1979-80, 1981-82, 1982-83 and 
1984-35 when it was marginally higher). In absolute terms 
the difference between the total quantum of drawback dlEdursed 
and the total amount of C.C.S. paid was only marginal upto 
1 975-76 but thereafter the growth of drawback slowed down 
compared to the growth of C.C.S. During the period 1973-74 
to 1987—84, while the annual drawback disburstHuents increased 
from Rs.42.3 crores to Rs.294.75 crores, C.C.S. went up from 
Rs.52.4 crores to 739.20 crores. C.C.S. therefore attained 
an increase of fourteen times over a period of 1 5 years as 
against a seven times increase in case of Duty Drawback. 

This slowing down in the growth of drawback, as indicated 
in column (5) of the aforesaid Table, after 1976-77 and 
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and especially after 1979“'30 appears to be due to the 
emergence of altcrnativo schemes such as DEjSC, ^ 00 % E.O.U. 
and (expansion of industries in) EP2/FT2 under udiich imported 
inputs wrere not reguired to pay any customs duty at the point 
of Import (no excise duty also if the manufacture of the 
export product was in a ^ 00 % E.o.U. or an EPZ/FTZ) and 
therefore there was no refund of duties involved at a sub- 
sequent stage. Because of tho in-built advantages of some 
of the schemes, the exporters preferred to have duty free 
import of inputs to claiming refund of duties at a subsequent 
stage which was more time consuming and necessitated blockage 
of funds. Till 1987, separate statistics showing the break- 
up of drawback disbursement among different product groups 
was not being maintained. However it appears from the Report 
of the Drawback Review Committee (1986) that out of 575 
products/product groups for which All Industry rates had been 
notified, only about 75 products/product groups which were 
having substantial exports, claimed the major share of the 
duty drawback. These industries included Textiles , Leather 
and Leather manufactures, Footwear, Chemicals, (Including 
dye-stuffs and paints). Drugs and Pharmaceuticala , Engineering 
goods, Metal Manufactures, Artwarea /Hand! crafts, Plastic 
Products, Railway Wagons and Motor Vehicles and parts thereof. 
Table IV. 4 showing Drawback Disbursement amongst the important 
commodity groups (covering such product groups only which 
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i-’ecelvad drajifbacic of duty exceedifi^ R3.IO lakhs) in 19S7 
suggests that the aforesaid inaustries still remain the 
jjaa^or recipients of drawback. 

Textiles had the largest share in the drawback 
disbursed in 1987 (Rs.182.13) followed by Leather sector 
(Rs, 62. 88 ci'orea) and Metal Ilanufactures (Rs.37.55 crores). 
Transport and Engineering combined had a share of Rs.17.66 
crores. Drawback as a percentage of F.O.B. value of exports 
was the highest in case of Metal Manufactures (21.456) followed 
by Transport (14.7%) and Engineering goods (10.2%). From 
column (5) and (6) it may be seen that the average drawback 
rates on these products vary widely depending on the incidence 
of customs/excise duties on the inputs going into the 
manufacture of these products. 

IV. 3 100% Export Oriented Units 

The scheme of 100% Export Oriented Units came into 
operation in December 1980 with the objective of {generating 
additional production capacity for exports. The scheme 
was primarily designed for the promotion and growth of 
manufacture and export of value added products. The 
100% E.O.U.s have the facility of using Imported or indigenous 
capacital goods and raw-materials without payment <5f duty 
subject to the export of finished products for a period of 
ten years (five years in case of products having a high 
degree of technological change) and the minimum value addition 
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condition which is now fixed at 2056 by the Special Board of 
Approvals o Hiese units are required to carry on their 
manufacturing activities in customs bond. In order to make 
thfflH cost efficient, facilitate their free eccess to foreign 
technology and encourage them to venture into the foreign 
market on a large-scale, a wide range of incentives have 
been introduced for these units. The Scheme provides for 
import of capital goods, components, raw-materials, spares, 
consumables and even material handling equipments and office 
equipments required by the concerned units without paymeni; 
of customs duty. Similar exemptions from central excise duty 
exists in case of capital goods, components raw-materials , 
consumables and spares procured ixy them from indigenoiis sources. 
The finished products also enjoy total exemption from central 
excise duties concessions in the form of exemptions from re- 
gulatory provisions have also been extended to these units. MRSff* 
and FERA companies are allowed to set up units under the scheme, 
while the extent of foreign equity has been raised to 100%. The 

units can supply upto 25% of their output to the home 

I 

market subject to the provisions of the j2import Policy and on 
payment of customs duty. The other facilities extended to 
the 100% E.O.Us. include import of samples and prototypes 
(subject to quantitative limits) of drawings, blue prints, 
technical maps and charts, without payment of customs duty. 
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sal* of 5% of the rejects to the domestic tariff area on 
pa 3 ri&«nt of duties etc. 

On review of the working of the 100% E.O.U.s certain 
additional facilities and concessions were subsequently- 
extended to these units. A provision was made for the issue 
of green-cards to the approved units which had either taken 
sustantial steps for project implementation or had executed 
legal undertakings with the regional licensing authorities. 

The green cards entitle these units to priority treatment 
in matters such as grant of foreign-exchange by the 
supply of iron anc steely transportation facilities by air/ 
rail, allocation of levy cement from central quota, sanction 
of telephone telex connections etc. The green card which is 
valid for. a period of two years is revi e wed / only if the units 
show adequate progress in the implementation of the project. 
The Industrial Development Bank of India issued directives 
for grant of a rebate of 1.5% in the applicable rate of 
interest on the loan to approved 100% Export Oriented Units 
for the first 5 years, depending upon their actual performance 
vis-a-vis their oblige tion/projected level of exports in a 
particular yeai*. 

The 100% E.O.U.s including the Units located in the 
Export Processing Zones art now permitted with the prior, 
permission of the government on a case by case basis, to sell 
upto 25% of their production in the Domestic Tariff Area (DTA) 
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other than sensitive products, subject to payment of 
appropriate customs duties. This is in addition to the 
facility under which the output of such units is allowed to 
toe sold in the Domestic Tariff Area subject to such sales 
being consistent with the Import Policy in force and on 
payment of duties. The benefit of tax holiday as admissible 
to the units located in the Export Processing Zone, can now 
be availed of by the IOO 96 E.O.U.s. The tax holiday is admi- 
ssible for any continous block of 5 years within the first 
8 years of the commeneement of production. These units are 
now permitted to sub-contract a part of their production 
for Job-work to units in the Domestic Tariff Area on a case 
by case basis so that linkages with indigenous industry and 
installed capacity can be established. Further, oh merits, 
100% £.0.U.s may be exempted, in suitable cases, from 
operation of Export Control Order applicable to the Domestic 
Tariff Area. The recovery of cost of the customs staff 
posted in the 100% E.O.U.s which was earlier fixed at 1j|f2 
times of the average cost for the posts has been reduced to 
the actual cost towards salary and emoluments of such staff. 

Supplies of capital goods, raw-materials, components 
and spares made by Indian firms to approved 100% Export 
Oriented units are now eligible for Supplementary Sash 
Assiatance in lieu of duty drawback and rebate of terminal 
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excise duty on finished products subject to certain 
conditions* The rate of cash incentive is 75?i of what is 
admissible on similar items when physically exported 
outside India. 

A detailed Study of the 100% E.O.U.s was carried 
out by the Indian Institute of Foreign-Trade in 1986. 

The Study Team in their report observed that "full potential 
of the sdtieme remains so far untapped largely due to a 
number of operational problems. The scheme is said to have 
lost some of its lustre with the liberalisation of general 
import policy and availability of more incentives have been 
effected in the subsequent years of the introduction of the 
scheme, but they have not stimulatea enough operational 
efficiencies of the E.O.U.s. "The Team arrived at the 
conclusion that the major factors, responsible for the modest 
export performance of the units were inadequacies and 
deficiencies in the policy provisions, customs clearance 
bottlenecks, multiplicity of bonds which involved high cost 
and delys, inadequate incentives and facilities to bring 
about the requisite degree of international competitiveness, 
high cost of finance and^many cases, indifferent attitude of 
the state governments towards the units. Poor export perfor- 
mance of those E.O.U.s which belonged to the small scale 
sector was attributed to "inadequate preparations" of these 




Salea Tax, supply of indigenous raw-materials at international 
prices etc. The Committe further recommended that the 
BiiniauiB value-addition criterion should be decided in the 
light of substantial transformation expressed not in terms 
of the ratio of net foreign exchange earning to the total 
foreign-exchange outgo but in terms of the excess of the 
value of the final product over the value of different input, 
as a consequence of the manufacturing process. It also 
suggested that support of specialized institutions should be 
extended to 100% E.O.U.s. (many of which are small-scale 
and medium scale luaits and have to grapple with infant 
marketing problems) in the area of export marketing operation 
and for undertaking foreign-market researches by specialized 
institutions. Ihe study team was of the view thiit the time- 
limit for import of capital goods cy these units should be 
removed. For better co-ordination and more effective 
monitoring of the Scheme it also recommended the setting up 
of a 100% E.O.U. Scheme Authority. 

Table IV. 5 shows the year-wise break-up of exports 
effected by 10C^ E.O.U.s. It is seen that during the five 
year period commencing from 1981-82, the exports from these 
units picked up from 10.41 crores in 1981-82 to Rs. 100. 40 
crores In 1983-86 registering a ten times increase. In the 
context of the overall exports of the country, however, this 
is a small fragment as may be seen from column (3) of the 
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Tabl«. Even in 1985-87 when value of exports from the 1G0J4 
E.O.U.s was the highest, the share of these units in the 
total exports of the country was aeagreC 1.20 per cent) 

TABLE IV. 5! STATEMENT SHOWING THE YEAH-WISE BREAK- 

trrgr^TO TS ' TPPgc T ED w Am E:y: u ".i 


Tear 

Exports 
(ii'i Rs.Crores) 

(1) 

- ...-,,- 12 ) 


1981-82 

10.41 


1 982-83 

37.87 


1983-84 

59.14 


1984-85 

104.14 


1 985-86 

131.27 

(Prov. ) 

1986-87 

100,40 

(Prov.) 


Exports as a percentage 
of total exports of 
the country 


0.13 
0.47 
0.60 
0.08 
1 .20 
0.80 


(Source: Mini.stiy of Commerce) 

which also came down in the subsequent yetvr due to 
a decline in exports from these units and an overall 
increase in the exports from the country, (given the fact 
that the scheme was launched only in 1980 and that there is 
generally a gestation perioci involved before the production 
picks up, one should not expect arjy spectacular success in 
such a short t>eriod. But what is alarming is that out of 
571 units which have been approved under the schema uptu 
June 87 only 85 want into pi oduction till that time which 
is an indication of the luk e-warm response of the Indian 
manufacturers to the scheme.^ Had the scheme been able to 
^Reference: Table IV.6(a) ) 
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TABLE IV. 6(b): QUANTUM OF I!€>ORTS l^IADE BT AND CUSTOMS 

rit?T?"'ro!tS(5g>H5 IN dinror oLty.s 

(In Rs. Crorttii) 


Year 

ill 

Value of Imports 

. {2} 

Customa Duty Foregone 

(3) : 

1981-82 

8.04 

7.70 

1 982-33 

81.84 

20.41 

1983-84 

73.59 

72.61 

1 984-85 

62.83 

49 . 04 

1 985"*'B6 

115.60 

130.80 

1 986-87 

318.55 

403.57 

1 987-38 

1 54. 50 

203.92 


(Source: Ministry of Finance, Department of Revenue). 
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generate more interest, there would have been a much 
higher growth in the manufacture and exports from these 
units by now. An explanation to this may perhaps be found 
in the liberalization of policies and grant of further 
concessions to industries located in DTA which are entitled 
to many of the benefits available to 100% S.O.U.s for export 
production without the requirement of any firm commitment 
for exports. The study Team of I.I.F.T. also mentioned 
this aspect in tneir Report. The Study Team^s remarks 
regarding a change in the criterion for value addition also 
deserves consideration. 

It is seen from Table IV. 6(b) that the value of imports 
made by the 100% S.O.U.s has gone up steeply over the period 
1981-82 to 1987-38. Imports for such units are bound to be 
high at least in the initial years in view of the huge amounts 
involved in the import of capital goods. But such large-scale 
outgo of foreign-exchange needs to be compensated by a matching 
foreign exchange earning through generation of increasingly 
higher quantities of exports from these units. But in India, 
the performance of the 100% E.O.U.s over the past five years 
do not appear to justify such optimism. From Table IV.6(b)^ 
may also get an idea of the very high costs of these unit* 
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to the national economy in terms of losses of customs 
revenue alone. Unless there is a major break-through in 
the performance of the 10094 E.O.U.s in the next few years, 
there will be need for serious thoughts regarding continuation 
of the scheme. 

IV. *4 Advance Licensing; Scheme 

The Advance Licensing Scheme or iXity Exemption 
Entitlement Scheme was introduced in 1976 with the objective 
of providing the Registered Exporters with their requirements 
of basic inputs at international prices without payment of 
aiiy customs duty so as to enable them to manufacture quality 
goods that will be competitive in the internatioiial market. 

It was an iiaprovement upon the iXity Drawback Scheme in the 
sense tJriat tne exporter was not required to block his funds 
on cus toms ducy and then wait for refunds which sometimes 
involved delay. Secondly, drawback rates were largely bas«d 
on approximation, being average duty on tne inputs and were 
in many cases marginally less than the actual duties paid 
Under the Advance Licensing Schema, exemption from customs 
duty was full. I'he Duty Exemption Entitlement Scheme initially 
covered a limited number of iteuss but its scope has been 
subsequently enlarged and now it is applicable to all items. 

Three types of licences ^ are issued under the scheme - 
(i) Advance licences for physical exports, (ii) Special 
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Imprest licences for deemed exports and (Hi) Intermediate 
licences for supply of intermediate products to licence 
holders for ultimate exports* The licences under this 
scheme are issued against specific export orders. This rule 
is relaxed only in case of Registered Manufacturer Exporters 
viio are engaged in actual production end have been exporting 
during the preceeding three licensing years. Items of raw- 
materials, componen'cs, consumsables required for manufacture 
of export products as well as packing laatarials and mandatory 

are alio v.'ed to be imported under the sciri-eme suo;3Qct to 
actual use by the exporter or his supporting manufacturejj^f 
The finished products are required to be exported within a 
period of 12 months in case of anginaering items, 6 months 
in case of Audio or Video Casettes and 9 months in case of 
other Items. Items for Projects ar-e allowed to be exported 
within the conxr acted diu'ation of tlie expox' t/supply. The 
period of export is however extendable in deserving cases. 

The Advance licences stipulate the limits for imports 
of raw-materials consumables etc. both in terms of their 
value and physical quantity. In case of a large number of 
items, the input-output norms (i.e. the description and 
quantity of raw-material allowed to be Imported against export 
of each unit of finished product) have been laid down in the 
Import and Export Policy itself (vide Appenaix ~-C of the 
policy for 19SS-91). In case of items not covered by this 
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list, such norms are decided by the (Headquarters) Advance 
Llcenslnig Committee of the Ministry of Conunerce. There is 
a value-addition criterion also which is discussed later 
in this section* The Licence as well as the Duty Exemption 
Entitlement Certificate issued to the exporter are required 
to be registered with the Customs authorities at a particular 
port and all imports/exports are normally to be made through 
this port. Before clearance of the first consignment of 
import, the licence holder is required to furnish bonds with 
bank guarantees/legal undertakings to the licensing a£id customs 
authorities. Request for issue of a second or subsequent 
licence in favour of the exporter is not entertained unless 
the export obligation in respect of the licence issued earlier 
has been fulfiled within the permitted or extended time or 
the case otherwise regularised. 

The D.E.E.C. Schemes has, therefore, two aspects viz. 
exemption from customs duty and grant of an Advance, Special 
Imprest or Intermediate Licence under the provisions of 
Imports and Exports (Control) Order, 1955 by the Ministry of 
Commerce to enable the manufactxirer procure his requirements 
of inputs from abroad. It therefore involves an outgo of 
foreign-ex change for import of inputs on the one, hand and 
loss of revenue to the exchequer on the other. Table IV. 7 
shows the total number of Advance licences, the total c.i.f. 
value of imports allowed under such licences and the f.o.b. 
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(Source: Ministry of Commerce, Office of Chief Controller of Imports and Exports). 


-owever the growth is 

slower. In the absence o'f exacts figures of imports, it has 
not been possible to work out the imports made under the 
D.E.E, C. scheme as a percentage of the total imports of the 
country. 


The total f.o.b. value of export obligations Is found 
to be considerably higher than the total imports permitted 
under such licences on account of the value addition critarlon, 
the minimum of which has been raised from 25 % to 33 % in the 
1985--88 Policy. The Increase in the value addition was on 
the logic that the outgo of foreign-exchange on account of 
imports should give a substantial return. For some of the 
products, viz. stainless steel. Polyester and Acrylic Fibre 



and Polyester Filament Yarn, G.P. sheets, Silk Yarn, Ivory, 
Furniture components, casettes. Bags made of P.V. 6. 

Leather Cloth, Wooden hand carved Panels and Handicrafts, - 
a much higher value addition has been prescribed. 

Ministry of Finance, Department of Revenue have started 
maintaining separate statistics relating to c.i.f. value 
of imports and amount of customs duty foregone under the 
D.E.E. C. Scheme since 1988. The statistics regarding the 
total amount of customs duty foregone during the years 
1984-85, 1985~86 and 1986-87 under certain schemes had been 
compiled in connection v/ith a draft Audit Para and is 
reproduced in T^ble IV. 8. 

It is seen that the amount of duty foregone is a substantial 
amount and more than doubled from 415*43 (1984-85) to 
845.38 (1986-87) in just two years. This figure needs to be 
taken into consideration for making a true evaluation of the 
real benefits of the foreign— exchange earnings by the unit* 
under the Advance Licensing Scheme. One must also looA at 
the cases of misuse of the material imported under Advance 
Licences. When such cases are detected, penal action is 
generally taken against the Importer (e.g. Ijy imposing 
penalty or debarring him from further licences) and customs 
duty chargeable is also demanded. The actual number of such 
cases could be much higher than what is detected in view 
of the practical difficulties in making such detections. 



TABI-E IV. 8 J PARTI OJLARS OF CUSTOMS DUTY FOREGONE 

mma" kwm<5ETT^m^jwrs(^m^. 


(In Rs. Crortts) 


Sch«a« 


Duty Foregona 
1984-85 1985-86 


1986-87 


I . Other than Bombay 
Kistom houflg 

(i) D.E.E.C./ 

Pass Book 

(ii) Spl. Imprest 
Lie. 


147.60 192.02 283.52 


50.61 55.61 158.90 


II. Bom bay Custom; 
Houaa 

DEEC/Pass Book 
Spl.Imp.Lic./10C96 

E.O.U. 


Grand Total 


217.22 256.37 400.96 
415.43 504.00 843.38 


(Source: Ministry of Finance, Department of Revenue. Ihe 
actual figure of revenue foregone on accoimt of 
Advance Licences (including Spl, Imp. Licences) 
alone will be marginally less because of two 
factors - 

(i) duty foregone on account of imports under the 
Pass Book System has been included in this 

(ii) The Bombay Custom House figures include the 

duty foregone on account of IOO 96 E.0,U.a also). 
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other danger is the procureiaent of Advance Licences 
against bogus export orders (no enquiries are normally made 
to check up the authenticity of the export order). This 
can be taken care of by insistance on opening of Irrevocable 
L/Ca in all cases to ensure foreign exchange remittance. On 
the whole it can be stated that the scheme constitutes an 
effective measure for export promotion, though there is a 
need for better monitoring and greater vigilance to prevent 
its misuse. 

IV. 5 Free Trade/Export Processing Zones 

The Free Trade/Export Processing Zones, the first one 

of which was established in India over two decades ago 

a lot of promise for export promotion. The E.P.Z.s or 

the off '’Shore assembly areas as they are often called were 

initially used by large U.S. fii-ms (generally the siulti- 

national corporations) to take advantage of the low wage 

rates prevailing in developing countries and thereby reduce 

their production costs. For developing countries EPZs 

represented a least cost option for expanding exports of 

s«&i’'iiianufacture8 and manufactures. The developing economy 

merely provided developed space and access to its abundant 

resource (i.e. cheap labour) while the investment,* managerial 

skills, technology and marketing techniques were all provided 

■ 7 

by foreign investors. 
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The Indian eat^er ience in the aevelopment of the EPZm 
has however been slightly different. As already discussed 
in Chapter II, the Government, realising the strong domestic 
pull for many of the goods which are in demand in foreign- 
market, used this mediam of export promotion by insulating 
specified products or areas from the suck-in-efiects of the 
vast domestic market, so as to generate export surpluses and 
increase the country's foreign-exchange earnings. A very 
important rationale of establishing export processing zones 
was that export production could be initiated without 
adjusting or transforming the regime of protection for firms 
producixig for the domestic market. The implementation of a 
dual system of incentives allowed a continuation of 
protectionist industrialization policies and given the many 
economic and political difficulties involved in liberalization, 

the strategy of creating EPZs to stimulate exports emerged 

s 

as an attractive option. In the E.P. Zones set up in India, 
foreign participation has, however, been liiaited from the 
very beginning and they have been predominated by domestic 
units. According to the study made by Rajiv Kumar, out of 
115 units established in KAFZ, only 11 had foreign equity 
while in SEEPZ out of 59 operational units, only 24 had some 

foreign equity participation which again was largely ac 

9 

counted for non— resident Indians. As correctly observed 

in the aforesaid Study, Indian EPZs have been unsuccessful 
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in attracting foreign investment especially from ma^or 
corporation.^ ^ 

The Ckjv&rnment in an effort to create a free-trade 
envii'onment has extended a wide range of concessions to the 
industrial units set up in the Free Trade/Export Processing 
Zones. These are a total waiver of licensing for import 
of capital goods and the inputs, full exemption from 
customs duty on imports of capital goods, equipments, raw^ 
materials, components, consumables spares as well as tooling 
and packaging materials, exemption from central excise duties 
and other levies on products manufactured within the Zone, 
special relaxation with regard to local laws and levies 
including Octroi, Sales Tax, Property Tax etc., facility to 
sell 23 % of the production in DTA,a tax holiday for five 
years, no restriction on foreign equity and foreign-partici- 
pation, facility for repatriation of foieign capital and 
remittance of dividends , public utility status for the zone 
etc. Capital goods, rav^-ma tar ials, components, consumables 
etc. supplied from the DTA to the FT/EPZ are also treated 
as "deemed exports" and are eligible for most of the 
concessions available for physical exports. Whil e creating 
exclusive Export Promotion Zones with all its incentives and 
concessions the expectation of the planners was that they 
would bring in advanced technology, foreign capital and 
expertise and by using the abundantly available indigenous 
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labour, they would be able to generate greater export of 
manufactured and semi-manufactured products. There is 
generally a lajjniraum value addition criterion which constitutes 
in important criterion for considering the applications. 

As earlier stated in Chapter II, Kandla Free Trade 
Zone (1965) was the first Free Traae/Export Piocessing 
Zone to be set up with the basic objective of increasing 
experts and earrting for ei^n-exciiangc for the country, in 
addition to develop ino Kandla as a major port as an alternative 
to Karachi and developing the backward area of Kutcti. The 
Zone however could not make any contribution to the country’s 
exports for very many years. The Industries established in 
the Zone include Engineering, aiemical and Allied Products, 
Ready-made garments. Hosiery and Knitwear, Plastic Sports 
goods. Medical Appliances etc. Soviet Union is the largest 
buyer from the zone. 

Ihe Santacruz Electronics Processing Zone (SEEPZ) was 

U 

set up in September 1974 eiscclu^ively for aj^igmenting the 

exports of electronics goods from the country. A Gem and 
Jewellery complex has been developed in this zone very 
recently, SEEPZ accounts for a big chunk of the electronics 
exports from the country which largely consists of computers, 
computer sub-assemblies, peripherals as also electronic 
components consumer electronics and computer software. 
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Tb« Far East hats the biggest share in the exports from this 
zone followed by U.S.A. and the East European Countries 
(including U . S • S . R. ) 

In pursuance of the recoiamendations of the Tendon 
CoBuaittee for creation of some more EPZs in the country, 
the government decided in the early eighties to set up four 

new multi-product zones at Cochin^ Madras, Fal%i and Noida, 

Ha 

Out of these four zones, Falta and iNMeiNt^started production 

and exports from 1985-86 while the other two zones viz. 

Cochin and Noida from 1 986-87. The development of infra- 
structural facilities in these zones have been in various 
stages of completion. 

Table IV. 9 shows the total value of imports to and 
exports from the Free Trade/Export Processing Zones and such 
imports/exports as percentage of total imports/exports of the 
country. It may be seen from column (2) of the Table that 
during the period 198^85, to 1987-88, exports from FT/EPZs 
have more or less stagnated, marginally varying between 
Rs.333 and 360 crores, despite setting up of four more zones 
during this period. Although exports from the new zones 
picked up considerably from Rs.2.85 crores in 1985-86 to 
38.3 crores in 1987-88 as may be seen from Table IV. 10, 
it was largely offset by the moderate performance of the 
SantacruzEPZ (showing a marginal increase from Rs.95>83 crores 



TABLE IV. 9 1 TOTAL VALUE OF IMPORTS TO AND EXPORTS FROM FREE-TRADE. 
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1 9B2-83 

179 

89 

142.44 

1 983-84 

1 93 

97 

107.80 

1984-85 

184 

107 

237.18 

1 985-66 

179 

114 

236.85 

1 986-£r7 

191 

122 

236.26 

1987-38 

SEiiPZ 

207 ■ 

129 

185.05 


1982-83 

71 

45 

54.38 

1983-84 

84 

51 

38. 62 

1984-85 

87 

54 

95.83 

1985-86 

90 

57 

84,49 

1986-87 

105 

71 

102.36 

1 937-83 

99 

74 

110.14 


Zon« No. of No. of Exports ( Rs. crores) 

approved working B6-i^rW=0r"^5-59 
units(as units (upto 
on 30.12.38) (as on 


_ __ _ 

-12) - 

30.12.08) 

(3) 

(4) (5) 

(6) 

30.12.08) 

C7) 

Falta EPZ 

57 

■ 4 : 

2.30 3.89 

1.86 

4.09 

Madras EPZ 

113 

28 

0.55 10.04 

16.45 

13.07 

Cochin EPZ 

58 

6 

- 0,94 

3.94 

4.19 

Moida EPZ 

91 

24 

- 7.07 

16.05 

16.23 




in 1984-85 to R8.110«14 crores in 1987-88) and declining 
exports from Kandla, (from Rs.237.18 crores in 1984-85 to 
Ra, 185.05 crores in 1987-88). Amongst the new zones, Madras 
and Noida have done well - nearly doubling their exports in 
^ust one year while Cochin and Paltair/ could 

not make much progress. Falta in fact registered an actual 
decline in exports. As a result of this overall stagnation 
in the exports from these zones , their share in the total 
exports of the country has declined from 2,3k% to 2.1296 over 
this period. On the ether hand, imports to these zones have 
gone up steeply firom Rs.212.39 crores in 1984-85 to Rs. 2558. 83 
crores in 1987-88, registering an increase of over ten times. 
As a percentage of the total imports of the country they were 
1.2496 in 1984-85 an. 11.4596 in 1987-88, as may be seen fr«MB 
column (7) of the Table kb This is an alarming trend indeed, 
when seen in the context of the overall export performance of 
these zones. The sharp increase in the imports to these zones 
since 1985*“86 is largely due to the large-scale import of 
capital goods etc. needed for setting up new industrial units 
especially in the new zones. But the question that comes to 
one's mind is, will these new zones live up to the promise 
held by them? Unless their exports pick up quickly it will 
be difficult for the country to foot the rising Import bills 
for long, given the critical balance of payments situation 
prevailing. It appears that administrative inefficiencies , 
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procedural bottlenecks and lack of sound infrastructural 
facilities have hindred proper growth of the EPZs is India, 

To improve the functioning of the zones the, Tandon Committee 
and the Committee on Trade Policies under the Chairmanship 
of Abid Hussain had made a series of recommendations. Both 
the committees identified the lack of smooth administrative 
procedures as one of the causes of the slow progress of 
these zones and recommended the creation of a single, fully- 
empowered, commercially oriented administrative body for 
handling the total functioning of all EPZs in the countiy. 

The government has already accepted the suggestion and 
initiated necessary action to implement this. 

The other point that emerges from the available 
statistics (reft Table IV.10)is the "high mortality rate" 
among approved applications. The government cannot shy away 
from the fact that these zones have not been able to draw 
the Indian and foreign-ant erpreneurs in a big way. In the 
case of the new zones only a small percentage of the units 
approved have actually gone into production. This is a 
sorry state of affairs.' In the case of KPT2 and SEEP2 also, 
a considerable gap exists between the number of units 
approved and the number of units working. The study carried 
out by Rajiv Kiauar recommended the following measures to 
tackle this problem. 

(i) to establish and announce as widely as possible 

conditions for selection 
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(ii) to prepare a statement outlining tlie incentives 

available under different export promotion seheasee 
and their comparison to those available in EPZ and 

(iii) charge a substantial fee in the form of advance 
rent from all approved applicants at the time 
when the Letter of Approval is given* 

These measures if adopted will probably help the zoiw 
authorities to motivate the prospective investors to set up 
their units within a reasonable period. However, it is felt 
that BO long as the basic problem of lack of proper infra- 
structural facilities coupled with uncertain prospects for 
Indian goods in the international market remains, the 
Indian enterpreneurs will be discouraged from setting up 
their units in these zones. One of the reasons for the poor 
performance of the FT/EPZs appears to be the liberalization of 
policies and grant of farther concessions to industries 
located in I^A which can avail of the benefits without the 
requirement of any firm commitment for exports. The other 
aspect which needs consideration is 'che direction of trade 
from these zones. U.S.S.R. and Sast European countries 
constitute the ma;}or buyer for India *s FT/EPZs, while the 
import^. are mostly from the hard-currency areas. Despite 
all the liberalizations and technology transfers Indian pro- 
ducts have not reached that stage in terms of their quality 



and prica where they can auccsssfully compete In the 
international market without the shelter of bi'-lateral 
trade agreements. This is tha tragedy of Indians 
industrialization. 



CHAPTER V 


SUMMARY OF FINDINGS a REOOMMBJDATIONS 

From the discussions in the foregoing chapters, one 
point that emerges clearly is that ejqjort promotion has been a 
major instrument in the policy changes witnessed in the 
past decade or s.o* The moderate performance of the export 
sector and the failure of the Indian manufactured goods to 
successfully con^ete in the international market coupled 
with the compulsion to earn more foreign exchange 
necessitated a liberal itiport policy and greater industrial 
deregulation as well as introduction and expansion of 
certain promotional schemes* m 11 this was in an effort to 
improve the quality and coiispetitiveness of Indian products 
and improve the external orientation of the Indian economy. 

A close look at the evolution of export policies and the 
actual export performance seem to suggest that there is a 
positive relationship between the export promotion measures 
and the export performance although it is difficult to 
Cfuantify this. From the analysis of data in Chapter IV it 
becomes clear that the benefits extended to the ejqport sector 
have not been matched by a proportionate rise in exports. 

Five major groups of commodities viz. Engineering, Chemical 
and Allied products, Leather products, Handicrafts and 
Cotton Textiles which together received of 73.83J6 of the 
total CJZ»S, disbursed in 1986-87 contributed to 35.86$!^ of the 
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total exports in that year and had registered a very marginal 
increase of 5.06^ between 1981-82 and 1986-87. Again during 
the period 1973-74 to 1986-87 v\hile the total quantum of 
C.C.S. disbursed increased alnvast fourteen times, exports 
increased only five times, During the greater part of idii# 
period, the annual growth rate of duty drawback has also 
marginally exceeded the annual growth rate of exports. This 
is despite the fact that with the emei^ence of alternative 
schemes such as D.E.E.C. Pass Book System J£X)5^ E,0.U,s and 
(Expansion of industries in) EP2 /FTZs under which imported 
inputs are not required to pay any import duty, there has been a 
relative slowing down in tiie grow/th of drawback in the recent 
years. Amongst the other schemes the performance of tJie 
EP2/FTZS and the 1009^ E.O.U.s has been especially disappointing. 
As shovifi in Chapter IV, these two schemes have been 
characterized by a huge outgo of foreign-exchange on account 
of the unrestricted imports of capital goods, raw-materials, 
components, consumables etc. On the other hand exports from 
the uni ts under these two schemes, both in absolute terms as 
well as in the context of total exports of the country have 
been very small indeed. Again the scheme of EPZs have not 
been successful in attracting foreign investments in a big 
way, while the E,O.U,s could not contribute much to-the 
growth of manufactured exports. It is amazing that despite 
such large-scale concessions and benefits, Indians trade gap 
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has been increasing as the ejq^orts have failed to catch up 
vdtti the inports. When seen in the international context, 
India* s share in the world exports as also in the ejqaorts from 
the developing countries has registered a steady decline 
over the years. The country has lost market shares in 
international trade in most of the major product groups 
to its competitors - not^ ly to certain East and South-East 
Asian countries and a few countries of Latin America. Again 
in real terms, the growth in India* s exports has been 
very moderate, as shown in Chapter III, The falling value 
of the Indian rupee vis-a-vis the major currencies of the 
world as well as continuing inflation have tended to inflate 
our ejqport figures. The promotional measures, most of vihidi 
had a bias in favour of the non-traditional manufacturing 
sector, also failed to bring atxsut the desired qualitative 
change in the country's e)qDort basket This becomes obvious 
from the fact that even today e;>q?orts from India largely 
comprise low technology items and primary products and the 
exports of non-traditional manufactured items such as Engin- 
eering goods. Iron and steel etc. have been either declining 
or stagnating over the past few years. 

The limited success of the promotional measures can be 
largely explained by a number of factors. First, the 
huge domestic market which still enjoys a high degree of 
protection acts as a great disincentive for exports. The 
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aanuf actur«rs who can earn easy profits on domestic sales 
are reluctant to face the tough competition in the 
international market. The protective policies pursued for 
several decades have in fact encouraged inefficiency in 
the Indian industries and lack of cost consciousness 
amongst the enterpreneurs, A strict in^ort control regime 
also prevented any continuous transfer of technology 
which had the intact of creating an increasing technological 
gap between India and the developed countries. All this 
have adversely affected the quality and con^etitiveness 
of Indian products. It has been shown in the two studies 
made by Nagesh Kumar and K,S, Chalapati Rao that even the 
Trans-National Corporations who are in a more advantageous 
position to sell their products in the overseas markets 
because of their access to international information and 
marketing networks, technology, to and good-will etc, have 
shovel a more keen interest in getting a foothold in India’s 
domestic market, rather than utilizing these advantages 
to promote manufactured exports from this country. For this 
reason their attitude towards Indian EPZs have been one of 
indifference. The decline in the export orientation of the 
large private corporate sector and a growing dependence of 
this sector on domestic markets, is alarming indeed*. It is 
the lesser competition and high profitability of India* s 
domestic market which can largely explain this phenomenon. 
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Secondly, marketing has been one of the weakest aspects 
of our export sector. Commodity Boards, Export pro-:«>tion 
Councils and T.D.A. have had limited success in penetrating 
foreign markets, and our marketing efforts have definitely 
lacked the initiative, drive and zeal which characterized 
the marketing strategies of countries like South Korea 
Singapore and Taiwan. There is a need for a result- 
oriented approach in our international marketing strategy 
and to achieve tiriis, the existing institutions need to be 
integrated and coiapletely revamped. The success of Japan 
and South Korea in international trade has to a great measure 
been due to the integrated trade information system developed 
by them which enables their individual ejqporters to have 
ready access to the latest information on overseas markets. 
Moreover^ the Trade Attaches of these countries working 
with their foreign missions play a very active role in 
dissemination of market information and developing the 
necessary contacts with the prospective buyers. In contrast, 
India has a poor trade information base. The proposal for 
setting up a National Centre for Trade and Information 
(N.C.T.I.) though accepted by the government in a somewhat 
modified form is yet to be implemented. The need for such an 
institution can hardly be over emphasized, given the vast 
information gap existing in India today. Ready access to trade 
information is going to benefit the medium and small-scale 
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ejqjorters who account for a big ihunk of India’s exports* 

The role played by India’s commercial representatives 
abroad has also been by and large rather disappointing. 

The government should consider inducting professionally 
qualified and experienced international marketing executives 
in place of bureaucrats for these assignments for a limited 
tenure. They are likely to achieve greater success in 
collection of market intelligence and wooing the prospective 
buyers. 

Improving the "export image" of tne country is yet 
another important task before us. Certain unscrupulous elo- 
ments have already done considerable harm in spoiling India’s 
good-will in the international market wtiich needs to be 
restored. More frequent participation in international 
trade fairs, greater contacts and exchange of information 
between Indian exporters and foreign buyers may help dispel 
some of the doubts in their minds. Development of quality 
consciousness and an export culture amongst our enterpreneurs 
is also essential if we want permanent trade relations 
vdth our overseas buyers. In these respects India could 
well eiEulate the examples of the four countries of East 
and South-East Asia who have shown a remarkable prof essionalisi 
in their dealings with the international community. If tbere 
is a conscious effort, there is no reason why I ndiar* exporters 
cannot attain these qualities. 



In the fin;.l analysis, it may be stated that despite 
their liEii ted success, the pA.v>4iotional measures should be 
continued because without some of them especially the C.C.S., 
Drawback, Advance Licensing, the Pass Book System, 
Replenishment lichees, and the scheme of Export and Trading 
Houses it would not be possible to keep the exports 
even at their present level* However there should be an end 
to the clamour for further concessions and benefits which 
should not be carried any further. On the other hand, there 
should be greater efforts for removal of some of the 
deficiencies and inadequacies in the our system as discussed 
above in order to bring about the caialitative changes in 
terms of professionalism and dynamism and development 
a proper export culture amongst our enterpreneurs. If we 
fail in our task, a difficult time is ahead of us on the 
balance of payments front. 
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- SEE RULE 3(1) 

CCXXIS 1.1 HESPECrr Ol- which drawback is ALLOWABLE-iw EXPi T: 

S*No. ^ Desc r i ption ol goods 

1. Fruit preserved ar> * ^ it preparations, provision, canned, bottled or'* otherwise and all 

sorts of foods, noi c.cc where specified, ■ , 

2. . . , Instant Coffee. 

3. Cocoa Paste, Butter, Powder, chocolate and other food preparation- containing* :CC>co:-. .'rr 

4. Sugar confectionary and other sugar preparation, 

5. Biscuits. 

6. Copra Cake. , .. 

7. Concentrate and base for non Aiv ohoiic Beverage- 

S. Alcoholic Beverage. 

9. Tobacco manufactures ' . . 

10. ^ Petroleum product . 

11. Organic Chemicals, inorganic chemicals, .chemical products ^. . 

^12. . _^Drugs and Pharmaceutical products, 

"i3. Synthetic organic Dyestuffs, Dye, intermediates and colour lakes.' 

•wi4.»^*i.P.igments,*5Col(5urs',TfTpajnts', enameis,>varnishes,'dacquers;’>syntltetic*'’pofyesters'/*‘epoxy xesins,*''^^ 
printing inks and writing inks, T . .-o-tv;-: ^ 

^15. ’ Essential' oils, Hydrogenated castor ^ oil;' perfume materials, aggarbatties, toilets, polishing 
and cleaning preparations. , i , . n 

16. Explosives, Pyrotechnic products (Fire works), Safety ■ Matches and Safety Fuses, * 

17. Photographic and cinema lograpfiic goods, 

iS. •'•insecticides, _ pesticides, fungicides, weedicides and formulations thereof. 

19. Synthetic resins (including adhesives) plastic raw-materials and articles made thereof, 

20. Synthetic rubber, reclaimed rubber and articles of rubber. 

21. Hides, skins, leather; articles of leather or artificial leather, other goods and travel goods* 

22. ' Veneers, Plywood improved or reconstituted wood, products made thereof. 

23. Cork manufactures including crown corks, 

24. Paper pulp, paper, paper boards, fibre boards, other boards of wood pulp or vegetable 

fibre, articles made thereof, printed matter, books, magazines. 

23. Synthetic and regenerated fibre and textile yarn, thread, twines, cords and ropes. 

26, Textile farbics and hosiery. 

27. ' Made up aracies, garments, chiefly made from textile ma.i-iiais* 

25. Floor covering including carpets. 

29. Footwear and parts of footwear 

30. Umbrellas and umbrella fittings. 

31. Human hair and products thereof 

32. Products made of asbestos, ceme* t or both. 

33. C'^’farnic products, refractories and potteries. 
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S.Ni'jt. ri|-,non ul 

3^* Glass and Glajssware including glass mirror and vacuum flasks. . . 

35. Finished. .ured pearls. * ■"' ^ ■ 

36. iron aiKl sled rxc: cpi jngeis afKi other primary forms fifKJuding blanks lor tubes and pipes) 

of. iron and steei- 

37. Non ferrous metals and metal alloys. 

3S. Manufactures of metal, not otherwise specified. 

39. T.oois for. use in iliC or machirve. 

40. power generating machinery, parts thereof. 

41. Ag. *.:jjltural machinery and implements, parts thereor,. 

42. Office machines, parts thereof. 

43. ' Metal working machinery jkir is ihcre*-:.. 

44. Textile machinery, parts thereof. 

4 5. Machinery for other purposes and industries, equipments, appliances (other Than electricai) 
46- Electrical power machinery, equipment for distributing electricity, switchgear, parts thereof. 
47. ■telecommunication equipment and apparatus, parts theroef.' 

4E. Domestic electrical equipment, electrical apparatus for medical purposes, radiological 

apparatus, other electric machinery and apparatus,; -parts- thereof. ■ ' ■ 

. . Raiiway/Locomoi’:' :5, wagons, coaches, vtrack fixtures and fittings, traffic signalling equip-, 
meet ail kinds, parts thereof. : ' r 

>0. \/c*hicics . (other than Railway), Aircrafts, Ships, Boats and Floating Structures ail sorts, 
parts and accessories theroef. 

51. b.i.ui.ary, plumbing, heating, lighting fixture;^s and fittings and parts' thereof. 

52 . Furniture. ".i ■ vr- 

5^ Optical, photographic, cinematographic, measuring, checking, precision, medical and surgical 
ifi.s frurnents, apf>aratus and equipment, parts thereof. 

5h- Clock and watches and parts thereof. 

5S- f.'^asicai instruments, sound recorders reproducers, parts and accessories thereof. 

54. Toys, garr^es ’and sports requisites, parts therof. 

57. Office and stationery supplies. 

55. Articles mdde wholly or partly of aim^aster or gold or silver. 

■ 59. ' Manufa. A^red articles, namely, brushes, . ail : s.orts except carbon brushes,'’ zip' fastener, 

snap fastener, mechanical lighter, artificial hair wig and the like and ivory products. 



